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At a Glance

Some Members of Congress have proposed introducing a federally administered health insurance 
plan, or “public option,” to compete with private plans in the nongroup marketplaces established 
by the Affordable Care Act. In this report, the Congressional Budget Office describes the key design 
considerations of such a public option and some of their major implications.

Key Design Considerations. Among the key considerations that policymakers designing a public 
option would face are the following:

•	 Would the public option conform with state insurance regulations?

•	 Would it be offered in multiple metal tiers and available outside the marketplaces?

•	 How would payment rates for providers and prices for prescription drugs be determined?

•	 Would certain providers be required to participate?

•	 What administrative activities would the plan take on, and what administrative costs would it incur? 

•	 Would the public option participate in risk-adjustment transfers?

•	 How would it be funded?

•	 Would it be offered everywhere or only in geographic markets with low insurer participation or 
high premiums?

Implications of Design Choices. Policymakers’ choices about design features of the public option 
would have implications for federal outlays and revenues, health insurance premiums, and health 
insurance coverage.

•	 Federal Outlays and Revenues. The budgetary impact of implementing a public option would 
depend largely on how the option affected the premium of the benchmark plan, which is used to 
determine marketplace subsidies. A public option with a premium similar to or higher than those 
of private plans would have little impact, whereas a public option with a relatively low premium 
would lower the benchmark premium and subsidies.

•	 Premiums. The public option’s premiums could be higher or lower than those of private nongroup 
plans, depending mostly on the characteristics of the option: how provider payment rates were 
determined, the health care utilization of enrollees in the public option compared with that of 
enrollees in private plans, whether the public option participated in risk-adjustment transfers, 
and whether the plan’s administrative expenses were more similar to those of Medicare or private 
insurers.

•	 Health Insurance Coverage. A public option would affect the total number of people in the 
United States with health insurance and their sources of coverage by attracting people currently 
enrolled in the nongroup market, the uninsured population, and people with employment-based 
coverage. The decrease in the uninsured rate would most likely be largest among those whose 
income is too high to receive marketplace subsidies. The net effect of implementing a public 
option on the number of people enrolled in subsidized marketplace coverage would probably be 
relatively small. 

http://www.cbo.gov/publication/57020
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Notes

As referred to in this report, the Affordable Care Act comprises the Patient Protection and Affordable 
Care Act (Public Law 111-148), the health care provisions of the Health Care and Education 
Reconciliation Act of 2010 (P.L. 111-152), and the effects of subsequent judicial decisions, statutory 
changes, and administrative actions.



Summary

Some Members of Congress have introduced legislative 
proposals that would make a federally administered 
health insurance plan—often referred to as a public 
option—available for purchase with or without federal 
subsidies in the nongroup marketplaces established 
under the Affordable Care Act. The insurance risk 
of the public option would be borne by the federal 
government—that is, the federal government would 
bear financial responsibility for medical claims covered 
by the plan.

In this report, the Congressional Budget Office dis-
cusses some of the key design considerations associated 
with such a program (see Figure S-1). The agency then 
explains how those design choices would affect the public 
option’s premiums, private insurers’ premiums and par-
ticipation in the marketplaces, health insurance coverage 
in the United States, and federal outlays and revenues. 
Certain design choices could, for example, result in a 
public option that used the federal government’s ability 
to set administered prices and its purchasing power to 
offer marketplace enrollees a lower-premium plan with a 
broad provider network; such a plan would most likely 
encourage a significant number of people to enroll in the 
public option. Other design choices could be made to 
establish a public option that was similar to private plans 
in terms of premiums and provider networks; although 
such a plan would provide stability to markets in which 
few private insurers currently participate, it would 
probably encourage fewer people to enroll in the public 
option. 

This report does not consider policy changes—such as 
increases in marketplace subsidies—that are often pro-
posed alongside a public option but that are not essential 
components of such a program. 

How Would a Public Option Affect 
Federal Outlays and Revenues?
Introducing a public option in the nongroup market-
places could affect the federal budget through three main 
pathways. First, federal subsidies for insurance purchased 
through the marketplaces could be reduced. (Those sub-
sidies are determined by the premiums of a benchmark 

plan—currently, the second-lowest-cost silver plan.)1 
Second, the number of people enrolling in market-
place coverage and claiming a subsidy in the form of a 
premium tax credit could change. Third, the Congress 
could appropriate funding to cover start-up or ongoing 
administrative costs. 

The budgetary implications of the public option would 
therefore depend on how the public option affected the 
benchmark premium and the number of people who 
signed up for subsidized coverage. Each of those factors, 
in turn, would depend on private insurers’ participation 
in the marketplace and on the premiums of private plans 
and the public option.

How Would a Public Option Affect 
Premiums?
Depending on the combination of design choices pol-
icymakers made, the public option’s premiums could 
be similar to those of private plans, in which case, the 
benchmark premium and the total number of people 
with subsidized marketplace coverage (including enroll-
ees in private plans and enrollees in the public option) 
would remain about the same. The public option’s pre-
miums would be similar to or higher than private insur-
ers’ premiums if, for example, the plan had the following 
characteristics: provider payment rates were similar to or 
higher than rates paid by private plans, prescription drug 
price negotiation was contracted to a pharmacy benefit 

1.	 Plans in the nongroup marketplaces are classified according to 
their actuarial value (that is, the percentage of the total costs 
of covered benefits that the plan will pay for, on average) into 
bronze, silver, gold, and platinum tiers; bronze plans have the 
lowest actuarial value and platinum plans the highest. For 
example, a typical silver plan has an actuarial value of 70 percent, 
whereas a typical gold plan has an actuarial value of 80 percent. 
The Affordable Care Act caps the premium contribution as a 
share of income for enrollees eligible for subsidized coverage. The 
difference between this premium contribution and the premium 
of the benchmark plan is subsidized through a premium tax 
credit, which is typically paid directly to the insurance company 
on the basis of the enrollee’s estimated income. Although 
subsidies under the premium tax credit are calculated using 
the benchmark plan, they can be applied to any plan in the 
nongroup marketplace. 
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manager, and the plan incurred administrative costs simi-
lar to those of private plans. In that case, the effects on 
federal outlays and revenues would be small. The main 
effect of such a public option would be to add another 
coverage choice to the private plans in the marketplaces, 
which could make marketplace coverage more attractive, 
particularly in markets with few insurers.

Alternatively, the public option’s premiums could be 
substantially lower than those of private plans. That 
would be the case if, for example, the plan had the 

following features: provider payment rates were admin-
istered and set at or around Medicare rates, prescription 
drug prices were set by statute below commercial prices, 
and the public option was exempt from certain taxes or 
fees paid by private insurers. Such a public option would 
enter many markets as the lowest- or second-lowest-cost 
plan, reducing the benchmark premium and the average 
federal subsidy. In some markets, the public option could 
increase the ability of private insurers to negotiate lower 
rates with providers; those insurers might, in turn, lower 
their premiums to maintain their market share, which 

Figure S-1 .

Design Considerations for a Federally Administered Public Option

Would the public option 
exit a market if premiums 
decreased or private 
insurers’ participation 
increased?

Would the public option 
be o�ered in all 
geographic markets or 
only in markets that lack 
competition or have 
high premiums?

Would the public 
option be part of the 
same risk pool as 
other nongroup plans?

How would risk-
adjustment transfers be 
made between private 
insurers and the public 
option?

How would the public 
option use care 
management strategies?

Would the public option 
advertise? If so, would it 
advertise only for the public 
plan or for the marketplaces 
more broadly?

Would the benefit package be 
the same in all geographic 
rating areas or would it di�er 
from state to state?

Would the public option conform with 
state insurance regulations regarding 
how premiums are set, reserve funds, 
and network adequacy?

Would the public 
option pay the state 
taxes or fees that 
private insurers are 
required to pay?

Would the public option 
receive start-up funding? 
If so, would it be 
required to pay it back? 

How would the public 
option treat any excess 
revenues or shortfalls?

Would the public option 
establish a trust fund?

Would the public option 
conform with medical 
loss ratio requirements?

Would Medicare or 
Medicaid providers be 
required to participate? 
Could they opt out?

If participation was not tied 
to certain federal 
programs, how would the 
public option encourage 
providers to participate?

How would the public 
option set in-network 
provider payment rates 
for medical services?

How would the public 
option set out-of-network 
provider payment rates for 
medical services?

Would the public option 
be o�ered outside the 
marketplaces as well?

Which metal tiers would 
the public option be 
o�ered in? Would there 
be multiple versions of 
the public option within 
a metal tier?

How would the public 
option determine the prices 
of prescription drugs?
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could further reduce the benchmark premium. Such a 
public option would be more disruptive to nongroup 
marketplaces than other forms of an option would be. 
It would probably reduce health care providers’ and pre-
scription drug manufacturers’ revenues. It would prob-
ably also cause some private insurers to exit the market 
entirely, thereby reducing coverage options.

How Would a Public Option Affect 
Health Insurance Coverage?
A low-premium public option would have the largest 
effect on the uninsured rate of people who are ineligible 
for marketplace subsidies because their income is above 
400 percent of the federal poverty guidelines (commonly 
referred to as the federal poverty level).2 Because they 
must pay the full premium, they are more responsive 

2.	 The American Rescue Plan Act of 2021 (Public Law 117-2) 
extended eligibility for marketplace subsidies to people with 
income above 400 percent of the federal poverty level (FPL) in 
2021 and 2022. (In most states, the FPL in 2021 is $12,880 for a 
single person and increases by $4,540 for each additional person 
in a household. Thus, for a single person, 400 percent of the 
FPL is $51,520 in 2021.) Given the temporary nature of those 
changes, this report focuses on the marketplace subsidy structure 
that was in effect before enactment of the American Rescue Plan 
Act of 2021 and that will be in effect again under current law 
starting in 2023. 

than people in the subsidy-eligible income range to 
changes in premiums. 

The net effect that a public option would have on the 
total number of people who received subsidies to pur-
chase coverage through the marketplaces is ambiguous 
and would probably be small. Decreases in the bench-
mark premium and subsidy could result in higher net 
premiums (that is, premiums minus subsidies) for private 
plans, which might cause some enrollees in those plans 
to forgo coverage or switch to the public option or to a 
lower-tier plan. If the public option’s care management 
was limited and the plan had a broad provider net-
work, it might attract some people who currently forgo 
marketplace subsidies and purchase a plan outside the 
marketplace.

A low-premium public option would also attract some 
people who currently have employment-based coverage: 
Some of those people would forgo their employer’s 
offer of insurance, and some employers would choose 
to no longer offer health insurance. That effect would 
be small, relative to the total number of people with 
employment-based coverage, because employers’ and 
most employees’ premium contributions are excluded 
from taxable compensation and because people with 
affordable offers of employment-based coverage are 
ineligible for marketplace subsidies under current law.





Chapter 1: Background

Recently, several proposals to establish a public option—
the details of which have varied significantly—have been 
put forth. This report provides a general framework for 
evaluating the key design choices in such proposals; it 
does not analyze any specific bill or proposal. 

To establish that general framework, the Congressional 
Budget Office first defined the scope of the report by 
identifying characteristics of a public option common 
to many proposals. The agency then considered several 
characteristics of the current nongroup health insurance 
market that have led policymakers to put forth such 
proposals.1 

Scope of the Report
Although various proposals have defined the specifics of 
a public option differently, CBO focused on a program 
with the following key characteristics:

•	 The public option would be offered by the federal 
government in the health insurance marketplaces 
established under the Affordable Care Act (ACA) and 
would, at a minimum, be offered in the metal tier 
used to determine the federal subsidy.2

•	 The federal government would bear the insurance 
risk, but it could contract out claims processing and 
related administrative functions.3

1.	 The nongroup health insurance market is the private market in 
which individuals and families purchase health insurance directly 
from an insurer, rather than obtaining it through an employer.

2.	 Under current law, the second-lowest-cost silver plan is the 
benchmark plan that determines the amount of premium tax 
credits in a marketplace. A public option offered in the silver tier 
would be considered in the determination of the benchmark plan 
and the premium tax credit.

3.	 Several legislative proposals, including the Keeping Health 
Insurance Affordable Act of 2019 (S. 3, 116th Cong.), the 
CHOICE Act (H.R. 2085 and S. 1033, 116th Cong.), and the 
Public Option Deficit Reduction Act (H.R. 1419, 116th Cong.), 
specify that the public option would not transfer insurance risk 
to private insurers. The Medicare-X Choice Act (H.R. 2000 and 
S. 981, 116th Cong.) specifies that the public option would 
not transfer insurance risk, except under alternative payment 
models. Those proposals also would allow the public option to 

•	 The plan would adopt the ACA’s geographic rating 
areas, and premiums could vary only on the basis of 
metal tier, rating area, family size, age (by no more 
than a specified ratio), and tobacco use.4

•	 The plan would be subject to the same federal 
eligibility, benefit, and network-adequacy 
requirements that private nongroup plans are subject 
to under the ACA.5 In addition, enrollees in the plan 
would be eligible for income-based premium tax 
credits and, in the case of plans offered in the silver 
tier, cost-sharing reductions available under the ACA.

•	 The premiums for the plan would be set to cover the 
expected medical expenses of enrollees plus the costs 
of administration.

Several types of proposals are not considered in this 
report. For example, proposals to establish a public 
option often include changes that would substantially 
increase marketplace subsidies by switching the bench-
mark plan from silver to gold.6 Although increasing 

contract out administrative functions. Contractors could play a 
role similar to that of the administrative contractors for Medicare 
Part A (Hospital Insurance) and Part B (Medical Insurance) 
authorized under section 1874A of the Social Security Act 
(codified at 42 U.S.C. §1395kk-1 (2018)).

4.	 See Centers for Medicare & Medicaid Services, “Market Rating 
Reforms” (updated June 2, 2017), https://go.usa.gov/x74Ft.

5.	 Under the ACA, plans in the marketplace must, among other 
things, cover 10 essential health benefits, have no annual or 
lifetime caps on such benefits, be made available to people with 
preexisting conditions, and offer specified actuarial values. For 
more information, see Annie L. Mach and Namrata K. Uberoi, 
Overview of Private Health Insurance Provisions in the Patient 
Protection and Affordable Care Act (ACA), Report R43854, 
version 9 (Congressional Research Service, April 5, 2016), 
https://go.usa.gov/x72xu.

6.	 For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) would change the benchmark plan from silver to 
gold (that is, from a plan with an actuarial value of 70 percent to 
one with a value of 80 percent). Both the Choose Medicare Act 
and the Keeping Health Insurance Affordable Act of 2019 (S. 3, 
116th Cong.) would extend eligibility for premium tax credits to 
people with income of up to 600 percent of the federal poverty 
level.

https://go.usa.gov/x74Ft
https://go.usa.gov/x72xu
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marketplace subsidies or benefits could substantially 
increase coverage and federal subsidies, neither change 
is an essential component of a public option; they are 
therefore outside the scope of this report.7 (For a brief 
discussion of the temporary increases to marketplace 
subsidies enacted in the American Rescue Plan Act of 
2021, see Box 1-1.)

7.	 For example, the Patient Protection and Affordable Care 
Enhancement Act (H.R. 1425, 116th Cong.) would 
increase marketplace subsidies without introducing a public 
option. See Congressional Budget Office, cost estimate 
for Rules Committee Print 116-56, Patient Protection 
and Affordable Care Enhancement Act (June 24, 2020), 
www.cbo.gov/publication/56434.

Lawmakers have recently proposed legislation that 
would allow certain people who would not otherwise be 
eligible for Medicare or Medicaid to purchase coverage 
through—or “buy in” to—those programs. Such propos-
als would introduce design considerations and implica-
tions that differ from those raised by the type of public 
option considered in this report.8 

8.	 For more information, see Kaiser Family Foundation, “Compare 
Medicare-for-All and Public Plan Proposals” (May 15, 2019), 
https://tinyurl.com/rweag65. For examples of Medicare buy-in 
legislation, see the Expanding Health Care Options for Early 
Retirees Act (H.R. 4527 and S. 2552, 116th Cong.), the 
Medicare Buy-In and Health Care Stabilization Act of 2019 
(H.R. 1346, 116th Cong.), and the Medicare at 50 Act (S. 470, 
116th Cong.). For an example of Medicaid buy-in legislation, 
see the State Public Option Act (H.R. 1277 and S. 489, 116th 
Cong.).

Box 1-1 .

Effects of the American Rescue Plan Act of 2021 on Marketplace Subsidies  
and a Public Option

The American Rescue Plan Act of 2021 (Public Law 117-2), which 
was enacted in March 2021, includes provisions that temporar-
ily expand subsidies for health insurance obtained through the 
marketplaces established under the Affordable Care Act. Those 
provisions are scheduled to be in effect in 2021 and 2022.1 The 
enacted legislation increases subsidies for those with income 
between 100 percent and 400 percent of the federal poverty 
guidelines (commonly referred to as the federal poverty level, 
or FPL).2 Those with income up to 150 percent of the FPL pay 
a zero net premium for the benchmark plan, and those with 
income between 150 percent and 400 percent of the FPL expe-
rience reductions in the share of income they are expected to 
pay for a benchmark plan. The enacted legislation also extends 
subsidy eligibility to those with income at or above 400 per-
cent of the FPL so that they do not pay more than 8.5 percent 
of their income for a benchmark plan. Given the temporary 
nature of these changes, this report focuses on the market-
place subsidy structure that was in effect before enactment of 
the American Rescue Plan Act of 2021 and that will be in effect 
again under current law starting in 2023.

1.	  For more information on how the Congressional Budget Office estimated 
the effect of these provisions, see Congressional Budget Office, 
Reconciliation Recommendations of the House Committee on Ways and 
Means (revised February 17, 2021), www.cbo.gov/publication/57005.

2.	  In most states, the federal poverty level in 2021 is $12,880 for a single 
person and increases by $4,540 for each additional person in a household. 
Thus, for a single person, 400 percent of the FPL is $51,520 in 2021.

The temporary increases to the marketplace subsidies and 
expanded eligibility for those subsidies would not significantly 
change the effect of the public option on federal outlays and 
revenues, health insurance premiums, or health insurance 
coverage after those provisions expired. However, in periods 
when the enhanced subsidies and a public option were both 
in effect, the impact of the public option on those outcomes 
would differ in two major ways: 

•	 First, if the entry of the public option into a marketplace 
lowered the benchmark premium, the federal savings 
stemming from lower average premium tax credits would 
be higher because there would be more people enrolled 
in subsidized coverage as a result of the American Rescue 
Plan Act of 2021. 

•	 Second, the American Rescue Plan Act of 2021 could lessen 
the effect of a public option on coverage rates. That is 
because the expanded eligibility for a marketplace subsidy 
would prompt people with income above 400 percent 
of the FPL who would otherwise have been uninsured to 
enroll in the marketplace plans. A public option would have 
the largest effect on subsidy-ineligible, uninsured people, 
and expanding eligibility to those with income above 
400 percent of the FPL would decrease the overall size of 
that group.

http://www.cbo.gov/publication/56434
https://tinyurl.com/rweag65
http://www.cbo.gov/publication/57005
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In addition, this report does not consider any proposals 
that would establish a public option at the state level. 
Some of those proposals more closely resemble regulation 
of the rates that private insurers pay providers than they 
do a public option as defined here.9 Nor does this report 
consider proposals that would have the federal government 
contract with private insurers to bear the insurance risk.

Also outside the scope of this report, which focuses on 
the nongroup market, is a public option that employers 
could offer their employees. A public option available in 
the large-group or small-group markets would introduce 
its own set of design considerations and implementation 
challenges and would have significantly different budget-
ary consequences. (For a brief overview of those issues, 
see Box 1-2.)

Characteristics of the Current 
Nongroup Health Insurance Market
Several characteristics of the nongroup health insurance 
market have led policymakers to consider establishing a 
nongroup public option. Those characteristics include 
volatility in insurers’ participation, a lack of competition, 
narrow provider networks, and provider payment rates 
and administrative costs that are often higher than those 
of publicly administered programs such as Medicare and 
Medicaid. A public option might mitigate those con-
cerns to some extent, depending on how it was designed. 

Volatility in Insurers’ Participation and 
Lack of Competition
The number of insurers in the nongroup marketplaces 
has fluctuated over time as various insurers have entered 
and exited. In 2021, an average of 5.0 insurers are 
participating in at least one of the marketplaces in each 
state, up from 3.5 in 2018 but down from 6.0 in 2015.10 
Volatility in insurers’ participation in the marketplaces 
or in their plan offerings may force enrollees to involun-
tarily switch plans, which is one form of a phenomenon 
called insurance churning. That volatility undermines 

9.	 For instance, Washington State introduced a version of a public 
option administered by private insurers for the 2021 plan year 
that caps aggregate payment rates at a specified multiplier of 
Medicare fee-for-service payment rates. For more information, 
see James C. Capretta, “Washington State’s Quasi-Public 
Option,” The Milbank Quarterly, vol. 98 (March 2020), 
https://tinyurl.com/y4omu2uo.

10.	 See Daniel McDermott and Cynthia Cox, Insurer Participation 
on the ACA Marketplaces, 2014–2021 (Kaiser Family Foundation, 
November 23, 2020), https://tinyurl.com/ydc6wlpb.

the attractiveness of marketplace plans and may dissuade 
some people from signing up for coverage.11

In addition to that volatility, the marketplaces in some 
geographic areas have only a few insurers participat-
ing in them. Although participation by insurers has 
increased in recent years, 22 percent of enrollees live 
in a county with only one or two insurers in 2021 (see 
Figure 1-1 on page 10). Low insurer participation in 
the marketplaces limits enrollees’ choice of a plan and 
lessens competition among insurers, thereby contributing 
to higher premiums. CBO found a negative association 
between the number of insurers in a marketplace and 
the premiums for the second-lowest-cost silver plan in a 
marketplace, which is consistent with academic research 
(see Figure 1-2 on page 11).12 In markets with four 
or more insurers, the average monthly premium for the 
second-lowest-cost silver plan is about $330 in 2021, 
whereas in markets with only one insurer, the average 
monthly premium is about $480.

Narrow Provider Networks
In 2017, 21 percent of plans in the marketplaces had 
physician networks that included less than a quarter 
of eligible physicians in the plan’s area, and 41 percent 
of plans’ networks included less than 40 percent of 

11.	 Churning, even when it does not result in gaps in coverage, has 
been associated with worsening quality of care in self-report 
surveys. For more information, see Benjamin D. Sommers and 
others, “Insurance Churning Rates for Low-Income Adults 
Under Health Reform: Lower Than Expected but Still Harmful 
for Many,” Health Affairs, vol. 35, no. 10 (October 2016), 
pp. 1816–1824, http://doi.org/10.1377/hlthaff.2016.0455.

12.	 Researchers have estimated that the population-weighted average 
premium for the second-lowest-cost silver plan would have been 
reduced by 5.4 percent in 2014 if United Healthcare had entered 
all federally facilitated marketplaces and enrolled an average of 
16 percent of enrollees in each market. The average benchmark 
premium would have been 11.1 percent lower if all insurers 
that sold individual coverage in a state had also sold nongroup 
marketplace coverage in each of that state’s rating areas. For 
more information, see Leemore Dafny, Jonathan Gruber, and 
Christopher Ody, “More Insurers Lower Premiums: Evidence 
From Initial Pricing in the Health Insurance Marketplaces,” 
American Journal of Health Economics, vol. 1, no. 1 (Winter 
2015). pp.53–81, http://doi.org/10.1162/ajhe_a_00003. For 
further evidence on the relationship between premiums and 
insurers’ participation in the marketplaces, see Linda J. Blumberg 
and others, Is There Potential for Public Plans to Reduce Premiums 
of Competing Insurers? (Urban Institute, October 2019), 
https://tinyurl.com/yyhk55og.

https://tinyurl.com/y4omu2uo
https://tinyurl.com/ydc6wlpb
http://doi.org/10.1377/hlthaff.2016.0455
http://doi.org/10.1162/ajhe_a_00003
https://tinyurl.com/yyhk55og
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eligible physicians.13 Narrow hospital networks were also 
prevalent—29 percent of individuals eligible for mar-
ketplace plans had access only to a plan whose network 

13.	 See Daniel Polsky, Janet Weiner, and Yuehan Zhang, Exploring 
the Decline of Narrow Networks on the ACA Marketplaces in 2017, 
LDI Issue Brief, vol. 21, no. 9 (Leonard Davis Institute of Health 
Economics, November 2017), https://tinyurl.com/y5gjgwqm.

included less than 70 percent of eligible hospitals.14 
Only 5 percent of firms offering health benefits to their 

14.	 See Erica Hutchins Coe, Jessica Lamb, and Suzanne Rivera, 
Hospital Networks: Perspective From Four Years of the Individual 
Market Exchanges (McKinsey Center for U.S. Health System 
Reform, May 2017), https://tinyurl.com/y3u3gjr6. If a network 
was tiered, the authors included only the hospitals in the lowest 
cost-sharing tier in their analysis.

Box 1-2 .

Creating a Public Option That Could Be Offered by Employers

In addition to establishing a federally administered public health 
insurance plan that would be offered in the nongroup market—
often referred to as a public option—policymakers could make 
such a plan available to employers so that they could offer it to 
their employees.1 Most people obtain health insurance coverage 
through their or a family member’s employer, so a public option 
that employers could offer their employees could have a much 
greater impact on sources of coverage and federal subsidies for 
health insurance than one limited to the nongroup market. 

Implementing a public option that could be offered by employ-
ers would be more complex than implementing one that was 
available only in the nongroup market. Specifically, allowing the 
public option to be offered through employers would change 
the set of design choices, the nature of the implementation 
challenges, and the magnitude of the effects on federal costs 
and on health insurance coverage. A detailed analysis of those 
questions is outside the scope of this report.

In general, an employment-based public option could be made 
available in any of the following forms:

•	 A fully insured plan in the small-group market. Small 
employers could offer the plan, and the federal government 
would bear the insurance risk. In most states, employers with 

1.	  The nongroup market refers to the private market in which individuals 
and families purchase health insurance directly from an insurer, rather 
than obtaining it through an employer. Several legislative proposals would 
create a public option that would be available to employers. For example, 
the Choose Medicare Act (H.R. 2463 and S. 1261, 116th Cong.) and the 
Medicare-X Choice Act (H.R. 2000 and S. 981, 116th Cong.) would create a 
federal public option that would be offered to small employers through the 
Small Business Health Options Program marketplaces established by the 
Affordable Care Act. The Medicare-X Choice Act specifies that the public 
option would be made available in the small-group market only after it was 
offered in the nongroup market. The Choose Medicare Act would make 
a federal public option available in the large-group market and would 
allow the Centers for Medicare & Medicaid Services to act as a third-party 
administrator for self-insured employers.

50 or fewer employees qualify as small under the Affordable 
Care Act and are thus eligible to purchase small-group 
coverage.2

•	 A fully insured plan in the large-group market. Large 
employers could offer the plan, and the federal government 
would bear the insurance risk.

•	 A self-insured plan. Employers who offered the plan would 
bear the insurance risk, and the federal government would 
provide administrative services, such as forming provider 
networks and setting or negotiating payment rates. Under 
the Employee Retirement Income Security Act, self-insured 
plans are not subject to state regulations, and many of the 
federal regulations that apply to fully insured plans in the 
large-group market do not apply to self-insured plans.

Design Considerations and Implementation Challenges
Under current law, the small-group and nongroup markets are 
subject to many of the same regulations, which would make 
offering the public option in the small-group market simpler than 
offering it in the large-group market. In most cases, small-group 
premiums can vary only by rating area, family size, age (by no 
more than a specified ratio), and tobacco use; most private insur-
ers in the small-group market participate in a single risk pool 
and make risk-adjustment transfers; and small-group insurers 
are subject to the same essential health benefit requirements as 
nongroup insurers. 

Policymakers could decide to vary the public option’s premiums 
by market segment (small group or nongroup). If both the public 
option and private insurers participated in the risk-adjustment 
system—which transfers funds among insurers on the basis of the 
relative health of their enrollees—it would be more challenging 
to set the same premiums in both the small-group and nongroup 

2.	  See Centers for Medicare & Medicaid Services, “Market Rating Reforms” 
(updated June 2, 2017), https://go.usa.gov/x74Ft.

Continued
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employees reported that they offered one or more plans 
that they considered to have a narrow network.15

After controlling for other factors, some researchers have 
found evidence to suggest that marketplace plans with 

15.	 See Kaiser Family Foundation, 2019 Employer Health Benefits Survey 
(September 25, 2019), Section 14, https://tinyurl.com/y47uagba.

narrow provider networks tend to have lower premi-
ums.16 Several possible explanations for that finding exist. 

16.	 See Leemore S. Dafny and others, “Narrow Networks on 
the Health Insurance Marketplaces: Prevalence, Pricing, and 
the Cost of Network Breadth,” Health Affairs, vol. 36, no. 9 
(September 2017), pp. 1606–1614, https://doi.org/10.1377/
hlthaff.2016.1669.

markets because the premiums would need to account for antici-
pated risk-adjustment transfers in two separate markets. 

Under current law, premiums for fully insured large-group plans 
can be experience rated, and large-group insurers do not partic-
ipate in a federal risk-adjustment program.3 If the public option 
was available in the large-group market and its premiums were 
experience rated, a premium-setting mechanism would have 
to be developed. If, instead, the public option’s premiums were 
set using the nongroup market’s rating rules, large firms with 
healthier employees would tend to prefer to self-insure or offer 
experience-rated private plans, and firms with sicker employees 
would tend to prefer the public option. If low administrative 
costs, provider payment rates, and prescription drug prices kept 
its premiums low, a public option might still attract firms with 
healthier employees. 

Most employees in large firms have health coverage that is 
self-insured by their employer through an administrative services 
only (ASO) arrangement—that is, the employer pays for their 
enrollees’ medical claims and contracts with a third party to 
form provider networks, negotiate payment rates, and process 
claims.4 If the public option was available as an ASO, the govern-
ment would provide administrative services but would not need 
a premium-setting mechanism.

Implications for Enrollment and Federal Spending
A public option that was available in the nongroup market and 
through employers could have much higher enrollment than a 

3.	  Experience rating refers to a method of setting premiums that predicts a 
group’s future health care costs on the basis of its past experience, such 
as the actual cost of providing health care coverage to the group during a 
given period of time. For an overview of which Affordable Care Act provisions 
apply to fully insured large group plans, see Annie L. Mach and Bernadette 
Fernandez, Private Health Insurance Market Reforms in the Patient Protection 
and Affordable Care Act (ACA), Report R42069 (Congressional Research 
Service, February 2016).

4.	  See Kaiser Family Foundation, 2018 Employer Health Benefits Survey 
(October 2018), https://tinyurl.com/ybqx9xnl. 

nongroup-only public option for several reasons. The number of 
workers and dependents enrolled in employment-based plans 
is roughly 10 times the size of the population in the nongroup 
market.5 Additionally, employers and employees might be more 
responsive to the lower premiums that a public option might 
offer than people in the nongroup market, who are insulated 
from premiums by the structure of subsidies. The availability of 
a public option could have a pronounced effect in the small-
group market, because the decision of small employers to offer 
health insurance is more sensitive to premiums than that of large 
employers.6 

The Congressional Budget Office expects that if the public option 
was offered by employers in the group market at premiums 
below current private premiums, employers would increase 
wages, which would increase taxable compensation and, in turn, 
federal tax revenues. Any costs of administering the program 
that were not covered by premium collections would, as long as 
appropriated funds were available, increase federal outlays.

If employers offered the public option and it paid providers lower 
rates than private insurers paid, the public option’s impact on 
health care providers’ revenues would also be greater than if the 
public option was available only in the nongroup market. Con-
sequently, providers would be more likely to opt out of Medicaid 
and Medicare if participation in the public option was tied to 
those programs. The potential for spillover effects on the rates 
that private insurers negotiated with providers and the broader 
impact on private insurers would also be larger.

5.	  In CBO’s baseline projections, 151 million people have employment-based 
coverage in 2021, and 14 million people have nongroup coverage. For more 
information, see Congressional Budget Office, Federal Subsidies for Health 
Insurance Coverage for People Under 65: 2020 to 2030 (September 2020), 
www.cbo.gov/publication/56571.

6.	  See Jonathan Gruber and Michael Lettau, “How Elastic Is the Firm’s Demand 
for Health Insurance?” Journal of Public Economics, vol. 88, nos. 7–8 
(July 2004), pp. 1273–1293, https://doi.org/10.1016/S0047-2727(02)00191-3.

Box 1-2.	 Continued
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Plans with narrow networks may achieve savings by 
excluding high-priced or inefficient providers. Another 
possibility is that plans with narrow networks may be 
able to negotiate lower prices with providers in exchange 
for bringing a greater number of patients to those 
providers. In addition, the threat of exclusion from the 
network could induce providers to become more efficient 
and decrease unnecessary spending. Also, longer travel 

times to receive care and greater difficulty scheduling 
appointments might dissuade enrollees in plans with a 
limited set of in-network providers from seeking some 
care.

Although narrow networks may result in lower premi-
ums, they may also limit enrollees’ access to care, espe-
cially in areas with a limited number of geographically 
accessible providers. One study of marketplace enrollees 
in California found that plans with narrow networks 
exacerbated the problem of limited access to provid-
ers for enrollees in rural areas.17 Moreover, plans with 
narrow networks often have limited coverage of out-of-
network care, which can leave patients exposed to high 
medical bills.18

Higher Provider Payment Rates Than Those 
Paid by Public Programs
CBO estimates that in 2020, the rates paid to providers 
by insurers in the broader commercial market (which 
includes employment-based plans and nongroup 
plans) were roughly twice as high as Medicare’s rates 
for hospitals and 25 percent higher than the program’s 
rates for physicians.19 The net prices paid by com-
mercial insurers for prescription drugs are, the agency 
estimates, somewhat higher than the net prices paid in 

17.	 See Simon F. Haeder, David Weimer, and Dana B. Mukamel, 
“A Consumer-Centric Approach to Network Adequacy: 
Access to Four Specialties in California’s Marketplace,” Health 
Affairs, vol. 38, no. 11 (November 2019), pp. 1918–1926, 
https://doi.org/10.1377/hlthaff.2019.00116.

18.	 See Kathy Hempstead, “Marketplace Pulse: Percent of Plans With 
Out-of-Network Benefits” (Robert Wood Johnson Foundation, 
October 4, 2018), https://tinyurl.com/y5ryko74.

19.	 For more information, see CBO’s Single-Payer Health Care 
Systems Team, How CBO Analyzes the Costs of Proposals for 
Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 4, www.cbo.gov/
publication/56811; Daria M. Pelech, “Prices for Physicians’ 
Services in Medicare Advantage and Commercial Plans,” Medical 
Care Research and Review, vol. 77, no. 3 (June 2020), pp. 236–
248, https://doi.org/10.1177/1077558718780604; Eric Lopez 
and others, How Much More Than Medicare Do Private Insurers 
Pay? A Review of the Literature (Kaiser Family Foundation, April 
2020), https://tinyurl.com/y6yyb83z; and Jared Lane K. Maeda 
and Lyle Nelson, “How Do the Hospital Prices Paid by Medicare 
Advantage Plans and Commercial Plans Compare With Medicare 
Fee-for-Service Prices?” INQUIRY: The Journal of Health Care 
Organization, Provision, and Financing, vol. 55 (June 2018), 
pp. 1–8, https://doi.org/10.1177/0046958018779654.

Figure 1-1 .

Number of Insurers That People Enrolling 
in Coverage Through the Marketplaces 
Were Able to Choose From
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Some of the nongroup health insurance marketplaces established 
by the Affordable Care Act are more competitive than others. 
The number of insurers participating in each of the more than 
500 geographic rating areas across the country has ranged from 
1 to 10 or more since 2017.

Data source: Congressional Budget Office, using data from Daniel McDermott 
and Cynthia Cox, Insurer Participation on the ACA Marketplaces, 2014–2021 
(Kaiser Family Foundation, November 2020), https://tinyurl.com/y37ugsc8. 
See www.cbo.gov/publication/57020#data.

a.	 Percentage of all people enrolled in a marketplace plan in a given year. 
For 2021, values are based on the number of people who signed up 
for a plan for the year in 2020. CBO modified the rounded percentages 
reported in the Kaiser Family Foundation report so that they would sum to 
100 percent. 
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Medicare Part D.20 Moreover, CBO projects that pro-
vider payment rates in the commercial market will grow 
faster than Medicare’s rates over the next decade, which 
would further widen the gap between commercial and 
Medicare rates over time.21 

CBO does not know of research estimating provider 
payment rates in the nongroup market for a broad 
range of services, but the agency expects that they fall 
between Medicare’s rates and broader commercial rates, 
on average.22 Two factors suggest that payment rates 
in the nongroup market are lower than the rates in the 
broader commercial market and that they could be 
lower than Medicare’s rates in some markets: Nongroup 
plans generally have narrower provider networks than 
employment-based plans; and a significant number of 

20.	 Net prices are the total prices paid at pharmacies minus rebates 
from manufacturers and other discounts. The net prices that 
Medicare Part D pays for outpatient prescription drugs are 
closer to the prices paid by commercial plans than are the 
program’s prices for hospital and physicians’ services because 
Medicare uses tools similar to those used by commercial plans to 
determine prices for outpatient prescription drugs. CBO expects 
that Medicare’s net prices for outpatient prescription drugs are 
somewhat lower than those paid by private plans: Manufacturers 
are required to offer the highest rebate that they offer to any 
payer, excluding certain government programs, such as Medicare 
Part D; manufacturers may therefore be less willing to offer 
steep discounts to commercial plans than to Medicare Part D 
plans. For more information, see Congressional Budget Office, 
A Comparison of Brand-Name Drug Prices Among Selected Federal 
Programs (February 2021), www.cbo.gov/publication/56978.

21.	 In CBO’s projections for 2020 to 2030, Medicare’s payment rates 
grow by 2.3 percent per year for hospitals and by 0.3 percent per 
year for physicians, while commercial payment rates increase by 
4.2 percent per year for hospitals and by 2.9 percent per year for 
physicians. For more information, see CBO’s Single-Payer Health 
Care Systems Team, How CBO Analyzes the Costs of Proposals 
for Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 4, www.cbo.gov/
publication/56811.

22.	 Recent studies have compared rates paid by nongroup plans with 
rates paid by employment-based plans and public programs, but 
they have done so only for a narrow set of physicians’ services or 
by using data from the first years of the marketplaces. See Adam 
I. Biener and Thomas M. Selden, “Public and Private Payments 
for Physician Office Visits,” Health Affairs, vol. 36, no. 12 
(December 2017), pp. 2160–2164, https://doi.org/10.1377/
hlthaff.2017.0749; and Heidi Allen and others, “Comparison of 
Utilization, Costs, and Quality of Medicaid vs Subsidized Private 
Health Insurance for Low-Income Adults,” JAMA Network Open, 
vol. 4, no. 1 (January 2021), e2032669, https://doi.org/10.1001/
jamanetworkopen.2020.32669.

Figure 1-2 .

Average Monthly Premiums of Benchmark 
Plans in 2021, by the Number of Insurers 
Participating in the Marketplace
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The benchmark plan’s premiums tend to be lower in geographic 
areas with more insurers, which accords with academic research 
suggesting that greater competition among insurers contributes to 
lower premiums.

Data source: Congressional Budget Office, using data from the Robert 
Wood Johnson Foundation’s HIX Compare database. See www.cbo.gov/
publication/57020#data.

Plans in the nongroup health insurance marketplaces established by the 
Affordable Care Act are classified according to their level of cost sharing into 
tiers named after precious metals. Under current law, the benchmark plan for 
a marketplace is the second-lowest-cost silver plan in that marketplace.
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Medicaid managed care organizations, which typically 
have narrow provider networks, participate in the 
nongroup marketplaces. Payment rates are lower, on 
average, in narrow network plans.23 Likewise, insurers 
participating in Medicaid managed care tend to pay 
providers lower rates than employment-based plans, and 
they may pay lower rates than other marketplace plans, 
too.24 One study reports that average spending is lower 
in the nongroup market than in the employment-based 
group market even though enrollees in the nongroup 
market have higher risk scores, on average.25 That dis-
crepancy suggests that provider payment rates of plans 
in the nongroup market may be lower than those of 

23.	 See John A. Graves and others, “Breadth and Exclusivity of 
Hospital and Physician Networks in U.S. Insurance Markets,” 
JAMA Network Open, vol. 3, no.12 (December 2020), e2029419, 
http://doi.org/10.1001/jamanetworkopen.2020.29419; Leemore 
S. Dafny and others, “Narrow Networks on the Health Insurance 
Marketplaces: Prevalence, Pricing, and the Cost of Network 
Breadth,” Health Affairs, vol. 36, no. 9 (September 2017), 
pp. 1606–1614, https://doi.org/10.1377/hlthaff.2016.1669; and 
Jonathan Gruber and Robin McKnight, “Controlling Health 
Care Costs Through Limited Network Insurance Plans: Evidence 
From Massachusetts State Employees,” American Economic 
Journal: Economic Policy, vol. 8, no. 2 (May 2016), pp. 219–250, 
https://doi.org/10.1257/pol.20140335. 

24.	 See Erik Wengle and others, Effects of Medicaid Health Plan 
Dominance in Health Insurance Marketplaces (Urban Institute, 
June 2020), https://tinyurl.com/yy6wzthy; and Katherine 
Hempstead, “Marketplace Pulse: Medicaid Managed Care 
Organizations in the Individual Market” (Robert Wood Johnson 
Foundation, May 20, 2019), https://tinyurl.com/yxsnz5ty. 

25.	 See Brett Lissenden and others, “A Comparison of Health 
Risk and Costs Across Private Insurance Markets,” Medical 
Care, vol. 58, no. 2 (February 2020), pp. 146–153, 
https://doi.org/10.1097/MLR.0000000000001239.

employment-based group plans, though nongroup plans’ 
more stringent care management and the fact that they 
generally require enrollees to pay a larger share of costs 
than employment-based plans may also contribute to the 
difference in average spending. 

Higher Administrative Costs Than Those of 
Other Payers
Administrative costs in the nongroup market accounted 
for an average of 17 percent of total premiums from 
2015 to 2018.26 That administrative cost share is higher 
than in most other market segments, partly because, on 
average, nongroup insurers have fewer enrollees—and 
thus less revenue from premiums—yet many admin-
istrative costs are fixed (that is, they do not vary with 
the number of enrollees). By comparison, CBO esti-
mates that in 2020, administrative costs accounted for 
8 percent of total spending for Medicaid, 2 percent 
of Medicare’s fee-for-service (FFS) program spend-
ing, 7 percent of all spending for Medicare (including 
spending for FFS, Medicare Advantage, and Part D), 
and 12 percent of private plans’ spending, on average. 
Such expenses include the cost of claims processing and 
appeals, quality improvement, advertising, fraud reduc-
tion programs, educational activities for beneficiaries, 
certification of providers, general information technol-
ogy, accounting costs, taxes, salaries and broker compen-
sation, and (for private insurers) profits and losses.

26.	 See CBO’s Single-Payer Health Care Systems Team, How CBO 
Analyzes the Costs of Proposals for Single-Payer Health Care Systems 
That Are Based on Medicare’s Fee-for-Service Program, Working 
Paper 2020-08 (Congressional Budget Office, December 2020), 
Box 14-1, www.cbo.gov/publication/56811.
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Chapter 2: Key Design Considerations

This report focuses on the following key design consider-
ations that policymakers will face as they develop propos-
als that would create a public option:

•	 Would the public option conform with state 
insurance regulations pertaining to benefit packages, 
how premiums are set, reserve funds, and network 
adequacy?

•	 Would the public option be offered in multiple 
metal tiers, and would it be available outside the 
marketplaces?

•	 How would provider payment rates for medical 
services and the prices of prescription drugs be 
determined?

•	 Would Medicare or Medicaid providers be required 
to participate in the public option?

•	 How would the public option’s administrative 
activities and administrative costs compare with those 
of private insurers?

•	 Would the public option participate in the risk-
adjustment system, which transfers funds among 
insurers on the basis of the relative health of their 
enrollees?

•	 How would the public option be funded? How would 
excess premiums or shortfalls be handled?

•	 Would the public option be offered everywhere 
or only in geographic areas with low insurer 
participation or high premiums? 

Conformity With State Regulations 
An important question for policymakers is whether, 
or to what extent, the public option would conform 
with state insurance regulations. Because it would be 
administered by a federal entity, the public option would 
not necessarily be subject to those regulations, but the 
Congress could nevertheless specify that the public 
option conform with them. For example, each state sets 
its own requirements for coverage of specific services 
for nongroup insurers in the marketplaces, resulting in 
variation among states in the services that insurers must 

cover.1 The public option could offer a single national 
benefit package that covered all services that were man-
dated by any state. In that case, the public option’s bene-
fit package would be more generous than private plans in 
some states. If, instead, the public option was designed 
to provide a single national benefit package that did not 
conform with all state regulations, it could be less gen-
erous than private plans in some states. A third option 
would be to design a public option benefit package that 
matched each state’s set of required benefits. Such a plan 
would align more closely with existing private plans, but 
it would be more complex to administer.

In addition to benefit-package requirements, private 
insurers are subject to other state regulations and to a 
review of their premiums. Some states allow less varia-
tion in premiums by age than the federal government 
permits.2 If the public option’s premiums were set using 
the Affordable Care Act’s broader age requirements and 
did not conform with state requirements, the public 
option in such states would be more attractive to 
younger enrollees, who are healthier, on average. Also, 
determining the benchmark plan and premium tax credit 
would pose significant implementation challenges if the 
public option did not adhere to state premium-setting 
rules. Policymakers would also need to decide whether 
the public option would voluntarily conform with rules, 
which vary from state to state, regarding the amount of 
reserve funds that private insurers are required to hold 
to prevent insolvency. Furthermore, states use a variety 
of qualitative and quantitative standards to measure 
network adequacy. Policymakers could decide whether 

1.	 The Affordable Care Act mandates that health insurance plans 
cover 10 categories of essential health benefits (EHB), and states 
have their own benefit requirements and develop their own EHB 
benchmark. For example, in 2014 and 2015, 10 percent of states 
included weight-loss services in the EHB benchmark, 37 percent 
included infertility treatments, and 88 percent included 
chiropractic care. See Janet Weiner and Christopher Colameco, 
Essential Health Benefits: 50-State Variations on a Theme (Leonard 
Davis Institute of Health Economics and Robert Wood Johnson 
Foundation, October 2014), https://tinyurl.com/y6o34zxy.

2.	 See Centers for Medicare & Medicaid Services, “Market Rating 
Reforms” (updated June 2, 2017), https://go.usa.gov/x74Ft.
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state regulators would need to approve the network 
adequacy of the public option or if the public option 
would have its own standards. If the public option had 
its own standards, private insurers could be subject to 
stricter standards than the public option in some states 
and looser standards in others.

Metal Tiers and Availability Outside 
the Marketplaces
The public option could be offered in all the metal tiers 
of marketplace insurance plans (bronze, silver, gold, 
and platinum) or in only a subset; for this analysis, the 
Congressional Budget Office assumed that the public 
option would always be offered in the metal tier of the 
benchmark plan.3 Moreover, multiple public plans could 
be offered within a metal tier or just a single plan. If 
multiple plans were offered in a tier, they might have 
varying combinations of cost sharing and deductibles 
and provide different benefits, such as coverage of dental 
and vision care. 

Additionally, the public option could be offered exclu-
sively in the marketplaces, or it could also be available 
for purchase outside the marketplaces, which would 
require a separate enrollment platform.4 An off-mar-
ketplace nongroup public option could be more attrac-
tive to certain segments of the population than one 
offered in the marketplaces. For example, premiums of 
off-marketplace silver plans are often lower than those 
of marketplace silver plans because in many cases private 
insurers cover the costs of cost-sharing reductions—that 
is, discounts that reduce the out-of-pocket expenses of 
qualifying individuals—by increasing premiums for 
silver plans offered through the marketplaces.5 If the 

3.	 For example, the Public Option Deficit Reduction Act 
(H.R. 1419, 116th Cong.) and the Keeping Health Insurance 
Affordable Act of 2019 (S. 3, 116th Cong.) would require that 
a bronze, silver, and gold plan be offered. The CHOICE Act 
(H.R. 2085 and S. 1033, 116th Cong.) and Medicare-X Choice 
Act (H.R. 2000 and S. 981, 116th Cong.) would require that 
silver and gold plans be offered. The Choose Medicare Act 
(H.R. 2463 and S. 1261, 116th Cong.) would require that a 
gold plan be offered and would increase the metal tier of the 
benchmark plan from silver to gold. 

4.	 For example, the CHOICE Act (H.R. 2085 and S. 1033, 116th 
Cong.), the Keeping Health Insurance Affordable Act of 2019 
(S. 3, 116th Cong.), and the Public Option Deficit Reduction 
Act (H.R. 1419, 116th Cong.) would make the public option 
available only in the marketplaces.

5.	 The federal government stopped funding cost-sharing reductions 
in late 2017. Judicial decisions have since required the federal 
government to fund those reductions—but only to the extent 

costs of cost-sharing reductions for the public option 
were also covered through the premium of the market-
place silver plan, the premium of a silver plan outside the 
marketplace could be lower than that of a marketplace 
silver plan, making the off-marketplace public option 
more attractive to unsubsidized enrollees. Additionally, 
an off-marketplace public option would be more attrac-
tive to employees with an individual coverage health 
reimbursement arrangement—a tax-advantaged account 
that employers can offer to employees for the purchase of 
a nongroup plan. Employees can use their contributions 
to such an account, which reduce their taxable income, 
to purchase off-marketplace coverage; that tax benefit is 
not available for the purchase of marketplace coverage.6

In-Network Provider Payment Rates 
for Medical Services
One key factor influencing a health plan’s premiums is the 
payment rates paid to providers for covered services. There 
are two broad approaches to determining in-network 
provider payment rates that the federal government could 
consider—administering rates or negotiating them.

Administered Rates
The federal government could specify formula-driven 
payment rates in law or regulation. It could use the 
Medicare fee-for-service rates, a multiplier of Medicare 
rates, or a new fee schedule.7 A multiplier could be an 
across-the-board increase to Medicare rates—120 percent 
or 150 percent of the Medicare FFS rate schedule, for 
example—or policymakers could make targeted increases 
to Medicare rates.8 Medicare already has payment pol-

that insurers do not otherwise recoup the costs of the reductions 
by embedding them in the premiums of their marketplace plans. 
For more information, see Sanford Health Plan v. United States, 
969 F.3d 1370 (Fed. Cir. 2020) and Community Health Choice, 
Inc. v. United States, 970 F.3d 1364 (Fed. Cir. 2020).

6.	 For more information, see HealthCare.gov, “Individual Coverage 
Health Reimbursement Arrangements (HRAs)” (accessed 
February 5, 2020), https://go.usa.gov/xAc9S.

7.	 For example, the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) and the Public Option Deficit 
Reduction Act (H.R. 1419, 116th Cong.) specify that the public 
option would use Medicare FFS rates for the first three years. 
After that, new rates could be developed, but average medical 
costs could not exceed what they would be under the Medicare 
FFS rates.

8.	 For example, the Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.) gives the Secretary of Health and Human Services 
the authority to increase reimbursement rates in rural areas by up 
to 25 percent.

https://go.usa.gov/xAc9S
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icies in place to preserve access to rural health care, but 
the public option could apply further increases—say, 
125 percent of the Medicare FFS rate schedule—in rural 
areas.9 Basing payment rates on Medicare rates would 
leverage the existing infrastructure for setting Medicare 
payments and thereby decrease administrative costs for 
the public option. That approach would also incor-
porate geographic variation in payment rates, though 
the geographic variation in commercial prices is much 
greater than the variation in Medicare payment rates.10 If 
the federal government developed a new fee schedule, it 
could be based on average or median commercial rates. 
Such an approach would be more administratively com-
plex than using the existing Medicare FFS rate schedule 
because it would require the development of a system for 
collecting and processing commercial claims data.

Negotiated Rates 
The federal government could negotiate with health 
care providers to determine payment rates, as commer-
cial insurers currently do. In general, the outcomes of 
negotiations over payment rates reflect the negotiating 
leverage of insurers and providers. Insurers with larger 
market shares are typically able to negotiate lower 
payment rates, and hospitals and physician groups with 
large market shares are typically able to negotiate higher 
payment rates.11 Providers might also accept lower rates 
to participate in a narrower network. The federal govern-
ment would need to develop an approach to conducting 
those negotiations; it could either negotiate directly with 

9.	 For more information on Medicare’s efforts to preserve access to 
care in rural areas, see Medicare Payment Advisory Commission, 
Report to the Congress: Medicare and the Health Care Delivery 
System (June 2016), Chapter 7, https://go.usa.gov/x79rn 
(PDF, 278 KB).

10.	 See Bill Johnson and others, Comparing Commercial and 
Medicare Professional Service Prices (Health Care Cost Institute, 
August 2020), https://tinyurl.com/y3dzsss2.

11.	 See Eric T. Roberts, Michael E. Chernew, and J. Michael 
McWilliams, “Market Share Matters: Evidence of Insurer 
and Provider Bargaining Over Prices,” Health Affairs, 
vol. 36, no. 1 (January 2017), pp. 141–148, https://doi.
org/10.1377/hlthaff.2016.0479; Martin Gaynor, Kate Ho, 
and Robert J. Town, “The Industrial Organization of Health-
Care Markets,” Journal of Economic Literature, vol. 53, no. 2 
(June 2015), https://doi.org/10.1257/jel.53.2.235; and Glenn A. 
Melnick, Yu-Chu Shen, and Vivian Yaling Wu, “The Increased 
Concentration of Health Plan Markets Can Benefit Consumers 
Through Lower Hospital Prices,” Health Affairs, vol. 30, no. 9 
(September 2011), pp. 1728–1733, https://doi.org/10.1377/
hlthaff.2010.0406.

thousands of health care providers or contract with an 
outside party to conduct negotiations.

Although negotiated payment rates would not be set in 
statute, policymakers could impose certain constraints 
on the negotiations, such as upper or lower limits on 
the rates. Such limits on the public option’s negotiated 
rates could be based on Medicare rates or on commer-
cial rates.12 Those limits could be specified for particular 
procedures or services, or they could be based on an 
aggregate measure and apply to all services. A provider 
who did not accept the public option’s final payment 
rate offer would be out of the public option’s network. 
Regardless of the specific approach chosen, negotiating 
rates would be more administratively complex than 
adopting a formula-driven approach to rate setting and 
would involve additional expenses.

Implementation Challenges 
If the public option’s payment rates were negotiated, 
the negotiations would be administratively complex 
and difficult to implement. The federal government 
could choose to negotiate directly with thousands of 
health care providers, but policymakers would need to 
develop a new infrastructure and system for conducting 
the negotiations. Alternatively, the federal government 
could choose to contract with one or more third parties 
to negotiate with providers; but without transferring 
insurance risk, aligning contractors’ incentives to nego-
tiate lower rates with the government’s incentives could 
be difficult. In addition, the government would incur 
significant expenses to hire contractors for such purposes. 
Moreover, priorities could shift from one Administration 
to the next—a situation that would lead to greater uncer-
tainty in payment rates over time. For example, one 
Administration might prioritize negotiating low payment 
rates, whereas another might prioritize attracting provid-
ers and thus agree to higher rates.

If the public option’s payment rates, whether adminis-
tered or negotiated, were tied to commercial rates, several 
implementation challenges would arise. First, using com-
mercial rates to determine the public option’s rates would 
create additional administrative complexities and costs, 
and policymakers would have to determine which com-
mercial rates to include, which sources of data to use, 

12.	 For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) specifies that, “in the aggregate,” prices should 
be no higher than those paid by nongroup insurers in the 
marketplace and no lower than those paid by Medicare.

https://go.usa.gov/x79rn
https://tinyurl.com/y3dzsss2
https://doi.org/10.1377/hlthaff.2016.0479
https://doi.org/10.1377/hlthaff.2016.0479
https://doi.org/10.1257/jel.53.2.235
https://doi.org/10.1377/hlthaff.2010.0406
https://doi.org/10.1377/hlthaff.2010.0406
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and how frequently to update the data. Tying the public 
option’s payment rates to those in the fully insured group 
market and self-insured market would most likely result 
in higher rates than tying them only to the nongroup 
market’s rates. 

Similarly, policymakers would need to decide whether 
the relevant commercial price was an average among 
all geographic areas or specific to each rating area. If 
the commercial price of all markets was averaged and 
that average price was the upper bound in rate negotia-
tions, the government would face difficult coordination 
challenges when negotiating with multiple hospital and 
provider systems in multiple markets. If, instead, the 
commercial price was measured in each rating area sep-
arately, some of those implementation challenges would 
be mitigated, but more-detailed data on private payment 
rates would be required. 

Finally, basing the public option’s payment rates on 
commercial rates could affect providers’ negotiations 
with private insurers. In some cases, providers might be 
less willing to give price concessions to private insurers 
because those concessions would not only lower private 
payments but also decrease the price used to determine 
public option rates.

Paying providers at or around Medicare rates for enroll-
ees in the public option could negatively affect the reve-
nues of some providers. However, because the nongroup 
market accounts for a relatively small share of total 
enrollment in the broader commercial market, the effect 
on providers’ revenues would be limited.

Out-of-Network Benefits and 
Payment Rates for Out-of-Network 
Providers
Another important design consideration for the pub-
lic option is whether out-of-network care would be 
covered and, if so, under what circumstances. At one 
extreme, the public option could operate like a health 
maintenance organization (HMO) and not cover any 
out-of-network care beyond emergency services, which 
are required to be covered without prior authorization 
under the Affordable Care Act and the Consolidated 
Appropriations Act, 2021 (Public Law 116-260).13 An 

13.	 The ACA required all marketplace plans to cover emergency 
services even if they were out of network, but it did not prohibit 
health care providers from billing patients for any expenses 
beyond what the health plan paid them. Starting in 2022, the 
No Surprises Act, a provision of the Consolidated Appropriations 

HMO-style benefit would reduce the public option’s 
claims costs but would require enrollees to pay for most 
or all of their care if they elected to receive nonemer-
gency out-of-network services, particularly if the provider 
network was narrow. At the other extreme, the public 
option could cover all out-of-network care with no 
additional cost sharing for patients. That approach would 
provide more comprehensive protection for enrollees, 
but it would also increase the public option’s claims 
costs and limit the plan’s ability to steer enrollees toward 
higher quality or more cost-effective providers. Another 
approach would be for the public option to cover out-of-
network care but require enrollees to pay a larger share of 
the cost for that care. In many plans currently offered in 
the marketplaces, enrollees face very high cost sharing for 
out-of-network care.14 If out-of-network care was cov-
ered under the public option, it would also be important 
to determine whether providers would be allowed to bill 
patients for amounts beyond their required copayments 
and coinsurance.15

How the out-of-network payment standard would 
influence in-network payment rates for the public option 
would depend on several factors: the extent to which 
the public option covered out-of-network care, patients’ 
share of the cost for such care (including whether 
patients were required to pay any costs in addition 
to their required copayments and coinsurance), and 
providers’ ability to turn away out-of-network patients. 
Those factors would affect the attractiveness to providers 
of staying out of network versus accepting in-network 
payment rates. However, the specific effects of out-of-
network standards on in-network rates would depend on 
how payment rates were set and the degree of leverage 
providers had in securing higher in-network rates. 

Act, 2021, requires health insurers to cover out-of-network care 
in cases of emergencies or when such care is provided by an 
ancillary provider at an in-network facility. In such situations, 
providers are prohibited from billing patients beyond what they 
are required by their plan to pay in coinsurance and copayments. 

14.	 See Kathy Hempstead, “Marketplace Pulse: Percent of Plans With 
Out-of-Network Benefits” (Robert Wood Johnson Foundation, 
October 4, 2018), https://tinyurl.com/y5ryko74.

15.	 For example, the Choose Medicare Act (H.R. 2463 and S. 1261, 
116th Cong.) and the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) specify that the public option would 
use Medicare rules that limit how much providers can charge 
patients for out-of-network services. The allowed amount is the 
maximum amount—including amounts paid by the plan and 
the patient—that a health plan will pay a provider for a covered 
service.

https://tinyurl.com/y5ryko74
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Pricing of Prescription Drugs
In addition to deciding how the prices of medical ser-
vices would be set, policymakers would need to specify 
an approach to determining prices for prescription drugs 
under the public option. The prices paid for prescription 
drugs vary widely among health plans and federal pro-
grams, and they depend, in part, on the approach policy-
makers adopt.16 Policymakers could consider several 
different strategies, including authorizing the Secretary 
of Health and Human Services (HHS) to negotiate drug 
prices with manufacturers, contracting with a private 
pharmacy benefit manager (PBM) to negotiate prices, or 
setting prices in law or regulation.17

Authorize the Secretary of Health and Human 
Services to Negotiate Prices
The effectiveness of authorizing the HHS Secretary to 
negotiate drug prices, as several recent legislative propos-
als would do, would depend on the degree of leverage 
granted to the Secretary, which could vary substantially, 
and on the extent to which the Secretary exercised that 
leverage.18 The Secretary’s bargaining position could be 

16.	 The prices for brand-name prescription drugs in Medicare 
Part D are determined through negotiations between plan 
sponsors or PBMs and manufacturers under market conditions 
similar to those affecting commercial insurers. By contrast, the 
prices of prescription drugs in Medicaid are heavily influenced 
by manufacturer rebates that are specified in federal statute. 
For more information, see Congressional Budget Office, A 
Comparison of Brand-Name Drug Prices Among Selected Federal 
Programs (February 2021),www.cbo.gov/publication/56978.

17.	 Most recent proposals for a public option have authorized the 
HHS Secretary to negotiate drug prices. For example, see the 
Keeping Health Insurance Affordable Act of 2019 (S. 3, 116th 
Cong.), the Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.), the CHOICE Act (H.R. 2085 and S. 1033, 
116th Cong.), and the Choose Medicare Act (H.R. 2463 and 
S. 1261, 116th Cong.). Another option would be to contract 
pharmaceutical coverage to a private insurer, as is done for 
Medicare Part D.

18.	 In the context of Medicare Part D, CBO has determined that 
negotiation is likely to be effective only if it is accompanied by 
some source of pressure on drug manufacturers to agree to price 
concessions. For CBO’s analysis of price negotiations in Medicare 
Part D, see Congressional Budget Office, letter to the Honorable 
Chuck Grassley regarding negotiation over drug prices in 
Medicare (May 17, 2019), www.cbo.gov/publication/55270. 
In its recent analysis of the Elijah E. Cummings Lower Drug 
Costs Now Act (H.R. 3, 116th Cong.), CBO determined 
that imposing limits on the negotiated price and subjecting 
drug manufacturers that did not participate in negotiations 
or agree to a negotiated price to an excise tax would result in 
lower negotiated prices. The authority to impose a tax on a 
manufacturer that did not agree to the Secretary’s price would 

enhanced by using tools such as a tiered formulary (a 
list with drugs divided into different tiers that require 
beneficiaries to pay varying amounts) and the ability to 
exclude one or more drugs in a therapeutic class (a group 
of drugs that treat a common condition) or to require 
preauthorization for their use. The ability to require 
preauthorization for drugs that do not have therapeutic 
competition would add additional leverage. 

Conversely, other policies, such as requiring certain 
drugs to be covered, could weaken the Secretary’s 
bargaining position. An illustration of such a policy is 
provided by the requirement, which does not apply to 
commercial insurers, that Medicare Part D plans cover 
certain drugs—specifically, all drugs in six “protected” 
therapeutic classes. That requirement improves benefi-
ciaries’ access to those drugs, but it also diminishes the 
leverage of plans to obtain lower net prices for them. 
Without the ability to exclude a drug from a formulary, 
the authority to negotiate would, on its own, be unlikely 
to yield prices below those paid by commercial plans and 
could result in prices that were higher than the prices 
paid by those plans. 

Authorizing the HHS Secretary to negotiate prescrip-
tion drug prices would be a new approach, so resolving 
implementation challenges would probably take more 
time. Moreover, if the Secretary was granted discretion 
in the negotiation of drug prices, the Secretary’s willing-
ness to limit access to certain high-priced drugs to secure 
lower average prices could change with Administrations.

Contract With a Private Entity
Contracting with a pharmacy benefit manager and grant-
ing it the authority to negotiate with drug manufacturers 
on behalf of the public option would be most similar to 
the approach taken by private insurers and self-insured 
employers. In that scenario, a PBM would negotiate 
prices with drug manufacturers under market conditions 
similar to those that private insurers face and thus would 
most likely reach agreement on similar prices. Many 
of the same bargaining tools that would be available 
to an HHS Secretary who was authorized to negotiate 
drug prices would also be available to a PBM, and any 

have the same effect as excluding a drug from the public option’s 
formulary if the tax was high enough to cause the manufacturer 
to lose money on sales of the drug in the United States. For 
more information, see Congressional Budget Office, letter to the 
Honorable Frank Pallone Jr. regarding the budgetary effects of 
H.R. 3, the Elijah E. Cummings Lower Drug Costs Now Act 
(December 10, 2019), www.cbo.gov/publication/55936.

https://www.cbo.gov/publication/56978
https://www.cbo.gov/publication/55270
https://www.cbo.gov/publication/55936
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requirements placed on the public option’s formularies—
such as a minimum number of drugs within a therapeu-
tic class that it must cover—could weaken the PBM’s 
leverage, just as they would the Secretary’s leverage. 

The net prices paid for prescription drugs under the 
public option would be greatly affected by the rebates 
that the PBM received from drug manufacturers. PBMs 
can secure rebates by including a manufacturer’s drug on 
a plan’s formulary or by placing the drug in a tier that 
requires beneficiaries to pay a smaller amount, making it 
more attractive to beneficiaries than competing drugs.19 

Thus, the prices paid by the public option would depend 
on the leverage available to the PBM to negotiate rebates, 
which would, in turn, depend on whether the public 
option managed beneficiaries’ use of prescription drugs 
through tiered formularies and similar approaches.20 

Set Prices in Law or Regulation 
If prices were set by statute, the administered prices 
could vary widely on the basis of how those prices were 
determined. For example, if prices were set around the 
average prices paid in Medicare Part D, they would be 
substantially higher than if they were based on prices 
paid in Medicaid. (The Medicaid Drug Rebate Program, 
which specifies the rebates that drug manufacturers must 
pay to state Medicaid agencies, keeps prices in the pro-
gram relatively low.) Policymakers could also grant the 
public option the authority to use prices in the federal 
supply schedule for pharmaceuticals, which establishes 
prices for all federal purchasers that buy drugs directly 
from wholesalers or manufacturers and provide their 
own dispensing services. Those prices, which are deter-
mined by statutory rebates and negotiation between the 
Department of Veterans Affairs and drug manufacturers, 
fall between Medicaid prices and Medicare Part D prices. 
The simplest approach, administratively, would be for 
the statute to require that prices be based on an existing 
fee schedule.

Tying drug prices in the public option to prices in 
private markets or in another federal program could 

19.	 Different tiers usually have varying cost-sharing requirements. 
Generic drugs typically require beneficiaries to pay the smallest 
amount, followed by preferred brand-name drugs (drugs for 
which the plan has negotiated a rebate in exchange for preferred 
status) and then nonpreferred brand-name drugs.

20.	 For more information, see Commonwealth Fund, Pharmacy 
Benefit Managers and Their Role in Drug Spending (April 2019), 
https://doi.org/10.26099/njmh-en20.

have spillover effects on other payers. In Medicaid, for 
example, manufacturers currently owe a rebate that is 
based in part on the lowest price paid by any buyer, 
excluding certain government programs. That rebate 
makes it more costly for manufacturers to offer large 
discounts to those buyers because doing so increases the 
rebate under Medicaid; consequently, they charge higher 
prices in the private market than they would otherwise 
for brand-name drugs. That spillover effect is greater for 
drugs with a larger Medicaid market share.21 If the public 
option paid lower prices for drugs, that could also hinder 
pharmaceutical innovation, especially if it had a sizable 
effect on manufacturers’ revenue streams from differ-
ent pharmaceutical products. However, any such effect 
would probably be negligible because the nongroup pub-
lic option’s market share is expected to be relatively small. 

Provider Participation and Ties 
to Participation in Medicare and 
Medicaid
To construct a provider network for the public option, 
policymakers could tie participation in the public option 
to participation in other public programs. They could, 
for example, make participation in the public option a 
condition of participating in Medicare.22 Tying participa-
tion in the public option to participation in other public 
programs could result in a broader provider network 
and thus increase the attractiveness of the public option. 
Survey data suggest that according to some measures—
such as patients’ having a usual source of care and 
providers’ acceptance rates for new patients—Medicare 
beneficiaries’ access to care is comparable to or better 
than that of people with private health insurance.23 

21.	 See Mark Duggan and Fiona M. Scott Morton, “The 
Distortionary Effects of Government Procurement: Evidence 
From Medicaid Prescription Drug Purchasing,” The Quarterly 
Journal of Economics, vol. 121, no. 1 (February 2006), pp. 1–30, 
https://doi.org/10.1093/qje/121.1.1.

22.	 The Medicare-X Choice Act (H.R. 2000 and S. 981, 
116th Cong.) specifies that a provider who opted out of the 
public plan would not be allowed to participate in Medicare.

23.	 See Medicare Payment Advisory Commission, Report to the 
Congress: Medicare Payment Policy (March 2020), Chapter 4, 
pp. 107–140, https://go.usa.gov/xAPRt (PDF, 368 KB); Kayla 
Holgash and Martha Heberlein, “Physician Acceptance of New 
Medicaid Patients: What Matters and What Doesn’t,” Health 
Affairs Blog (April 10, 2019), https://tinyurl.com/y4k6ubre; 
and Juliette Cubanski and others, A Primer on Medicare: Key 
Facts About the Medicare Program and the People It Covers (Kaiser 
Family Foundation, March 2015), https://tinyurl.com/y222ehfg.

https://doi.org/10.26099/njmh-en20
https://doi.org/10.1093/qje/121.1.1
https://go.usa.gov/xAPRt
https://tinyurl.com/y4k6ubre
https://tinyurl.com/y222ehfg
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For many types of care, the Medicare provider network 
would probably provide sufficient coverage for public 
option enrollees. However, some types of providers, 
including pediatricians, are currently underrepresented in 
Medicare, so limiting required participation to Medicare-
certified providers might not result in an adequate pro-
vider network for a nongroup public option. If provider 
payment rates were determined through negotiation, 
requiring Medicare providers to participate in the public 
option would give the public option more negotiating 
leverage and could support lower payment rates. CBO 
does not expect that requiring Medicare providers to 
participate in the public option would cause a substantial 
number of providers to opt out of Medicare because the 
number of people enrolled in marketplace plans is much 
smaller than the number enrolled in Medicare. However, 
for the specialties that are underrepresented in Medicare, 
the public option’s negotiating leverage associated with 
participation requirements would be substantially 
weaker. 

Policymakers could extend the participation requirement 
to providers who participate in Medicaid. Doing so 
would increase patient access and add to the number of 
providers in specialties such as pediatrics in the public 
option’s network, though Medicaid patients’ access to 
physicians tends to be more limited than that of privately 
insured or Medicare patients. The limited access to care 
in Medicaid is driven by several factors, including that 
the program has lower payment rates and higher rates 
of denied claims than private insurance and Medicare.24 
However, the public option might not have those 
issues: It would have different plan characteristics from 
Medicaid, so, even without a statutory requirement, 
Medicaid providers might find participating in the pub-
lic option attractive. 

Requiring providers who participate in Medicare or 
Medicaid to also participate in the public option would 
not, in itself, guarantee access to care for public option 
enrollees. For instance, providers might limit the avail-
ability of appointments for public option enrollees or see 
enrollees only at certain clinics. In addition to tying par-
ticipation in the public option to participation in other 
public programs, policymakers could specify access stan-
dards. For example, they could ensure that a minimum 

24.	 See Abe Dunn and others, The Costs of Payment Uncertainty in 
Healthcare Markets, Working Paper 2020-13 (Federal Reserve 
Bank of San Francisco, April 2020), https://doi.org/10.24148/
wp2020-13.

percentage of contracted providers were accepting new 
patients, or they could establish maximum wait times for 
appointments with providers.25 The Centers for Medicare 
& Medicaid Services and state Medicaid agencies might 
have difficulty enforcing those standards. 

Alternatively, policymakers could choose not to require 
Medicare or Medicaid providers to participate in the 
public option.26 In that case, provider payment rates 
would be one important factor in a provider’s decision 
to participate in the program. Another factor that could 
affect provider participation would be whether the 
program was structured to require certain providers to 
opt in or out. If, for example, Medicare providers had to 
opt out—that is, if those providers participated in the 
public option by default—participation would probably 
be greater than if providers had to opt in. Policymakers 
could also use a number of other strategies to encourage 
participation, such as forgiving qualifying providers’ 
medical school loans.

Administrative Activities and Taxes
The costs of administering the public option would 
depend on the design choices made by policymakers. 
A nationally standardized public option—for example, 
one that used administered rates based on Medicare, 
the Medicare provider network, and a single benefit 
package—would have larger economies of scale and 
lower administrative costs than a public option with 
negotiated payment rates, a tailored provider network, 
and benefit packages that varied by state.

One important determinant of administrative costs is 
the care management strategies that are used, such as 

25.	 The ACA required marketplace health plans to provide their 
enrollees with access to covered services “without unreasonable 
delay.” Recently, the federal network-adequacy requirements 
became looser, and more responsibility for ensuring network 
adequacy was delegated to state regulators. Those regulators use 
a variety of qualitative and quantitative standards, so network-
adequacy requirements vary considerably from state to state. 
See Jane B. Wishner and Jeremy Marks, Ensuring Compliance 
With Network Adequacy Standards: Lessons From Four States 
(Urban Institute, March 2017), https://tinyurl.com/y2d2rgzm.

26.	 Several recent legislative proposals—including the Keeping 
Health Insurance Affordable Act of 2019 (S. 3, 116th Cong.), the 
Public Option Deficit Reduction Act (H.R. 1419, 116th Cong.), 
and the CHOICE Act (H.R. 2085 and S. 1033, 116th Cong.)—
would not require Medicare or Medicaid providers to participate 
in the public option. But unless they opted out, those providers 
would become participating providers in the public option by 
default.

https://doi.org/10.24148/wp2020-13
https://doi.org/10.24148/wp2020-13
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requiring prior authorization for medical services and 
referrals for specialty care. Such strategies increase the 
administrative costs of operating the plan but decrease 
the quantity of health care services utilized and thus 
lower the overall costs of the plan. Medicare fee-for-
service employs fewer care management tools than 
Medicare Advantage or commercial insurers, on aver-
age. For example, the program does not require prior 
authorization (except under limited circumstances), it 
does not require patients to obtain a referral before their 
initial visit to many types of specialists, and it does not 
impose direct limits on the number of appointments 
with physicians that it will cover each year.27 If the public 
option used care management strategies that were more 
intensive than those used by Medicare FFS, it would 
have to define those protocols. CBO expects that the 
reductions in utilization and claims costs associated with 
care management strategies could offset the increased 
administrative costs of using them, but the offsetting 
effects are generally uncertain.28

Policymakers could choose whether the public option 
would advertise and, if so, whether the advertising cam-
paign would be specifically for the public plan or for mar-
ketplace coverage more broadly.29 Similarly, policymakers 

27.	 See Centers for Medicare & Medicaid Services, “How 
Original Medicare Works” (accessed October 16, 
2020), https://go.usa.gov/x75CX; Vilsa Curto and others, 
“Health Care Spending and Utilization in Public and 
Private Medicare,” American Economic Journal: Applied 
Economics, vol. 11, no. 2 (April 2019), pp. 302–332, 
http://dx.doi.org/10.1257/app.20170295; and Gretchen 
Jacobson and Tricia Neuman, “Prior Authorization in Medicare 
Advantage Plans: How Often Is It Used?” (Kaiser Family 
Foundation, October 24, 2018), https://tinyurl.com/yyv6jdqo.

28.	 For more information on how CBO views the relationship 
between the administrative costs of care management and the 
associated reductions in utilization, see CBO’s Single-Payer 
Health Care Systems Team, How CBO Analyzes the Costs of 
Proposals for Single-Payer Health Care Systems That Are Based 
on Medicare’s Fee-for-Service Program, Working Paper 2020-08 
(Congressional Budget Office, December 2020), Sections 9 and 
12, www.cbo.gov/publication/56811.

29.	 Research suggests that private insurers use advertising 
strategically to attract healthier enrollees. That practice 
would have larger implications if the public option had its 
own separate risk pool. See Naoki Aizawa and You Suk Kim, 
“Advertising and Risk Selection in Health Insurance Markets,” 
American Economic Review, vol. 108, no. 3 (March 2018), 
pp. 828–867, https://doi.org/10.1257/aer.20151485. Research 
also suggests that government spending on advertising for 
the marketplaces increases enrollment. See Naoki Aizawa and 
You Suk Kim, Government Advertising in Market-Based Public 
Programs: Evidence From the Health Insurance Marketplace, 

could choose whether to pay brokers to help people enroll 
in the public option, as private insurers often do.30

The public option’s administrative costs could include 
several types of taxes and fees that private insurers are 
required to pay, or the public option could be exempted 
from those taxes and fees.31 For example, private insurers 
must pay a user fee to offer plans through the online 
health insurance marketplace platform operated by 
the federal government; the public option could be 
exempted from that fee.32 States generally do not have 
the authority to impose taxes on federal programs, such 
as Medicare Advantage, Medicare Part D, and Federal 
Employees Health Benefits plans.33 The Congress could, 
however, require the public option to make payments to 
states instead of paying taxes on premiums. Additionally, 
it could specify that the public option would pay states 
that operated their own marketplace platform a fee to 
use the platform.

Risk-Adjustment Transfers
Enrollees in the nongroup plans available in the market-
places are part of a single risk pool, and the private insur-
ers offering those plans participate in a risk-adjustment 
system that spreads the risk among themselves.34 Insurers 
with healthier enrollees make payments to insurers with 
less healthy enrollees within a state to limit the finan-
cial incentive that insurers have to seek out healthier 

Working Paper 27695 (National Bureau of Economic Research, 
August 2020), www.nber.org/papers/w27695.

30.	 As indicated by the fees they collect, brokers play a smaller 
role in the nongroup market than they do in the small-group 
market. In 2018, brokers’ fees per member per month averaged 
$9.32 in the nongroup market and $21.40 in the small-group 
market. See Kaiser Family Foundation, “Broker Compensation 
by Health Insurance Market” (accessed November 8, 2020), 
https://tinyurl.com/y5jjsud6.

31.	 For example, the CHOICE Act (H.R. 2085 and S. 1033, 116th 
Cong.) explicitly exempts the public option from state premium 
taxes.

32.	 In 2021, that user fee is set to equal 3 percent of the premiums 
that the private insurer collects. See Patient Protection and 
Affordable Care Act; HHS Notice of Benefit and Payment 
Parameters for 2021; Notice Requirement for Non-
Federal Governmental Plans, 85 Fed. Reg. 7088 (proposed 
February 6, 2020), https://go.usa.gov/x75rw.

33.	 See Jason Levitis, John-Pierre Cardenas, and Steven Costantino, 
Considerations for a State Health Insurer Fee Following Repeal of the 
Federal 9010 Fee (State Health & Value Strategies, January 2020), 
https://tinyurl.com/y2ehhe2m.

34.	 See Section 1343 of the Patient Protection and Affordable Care 
Act, Public Law 111–148 (codified at 42 U.S.C. §18063).

https://go.usa.gov/x75CX
http://doi.org/10.1257/app.20170295
https://tinyurl.com/yyv6jdqo
https://www.cbo.gov/publication/56811
https://doi.org/10.1257/aer.20151485
https://www.nber.org/papers/w27695
https://tinyurl.com/y5jjsud6
https://go.usa.gov/x75rw
https://tinyurl.com/y2ehhe2m
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enrollees and avoid sicker ones. The total value of funds 
in the risk-adjustment pool depends in part on a state’s 
average premium.

Policymakers would need to decide whether the public 
option would share a risk pool with private insurers in 
the nongroup market. If private insurers and the public 
option were part of a single risk pool, risk-adjustment 
transfers would be made among private insurers and the 
public option on the basis of the relative health of the 
plans’ enrollees. If the public option attracted dispropor-
tionately sicker enrollees, private insurers would make 
transfer payments to the public option. However, risk 
adjustment does not perfectly capture differences in 
individual health risk, so those transfers would not fully 
reflect the underlying health risk of enrollees. Moreover, 
evidence from other markets suggests that insurers might 
behave strategically to increase the risk score that they 
report for their enrollees.35 If private insurers engaged 
in that behavior more than the public option did, 
risk-adjustment transfers would favor private insurers, 
and the public option’s premiums would be higher as a 
result.

If people enrolled in the public option made up their 
own separate risk pool, differences between the public 
option’s premiums and those of private plans would 
reflect differences in enrollees’ health status. Private 
insurers’ incentive to use strategies to attract healthier 
enrollees would be stronger than it is under the current 
system. Healthier enrollees who would otherwise have 
enrolled in the public option might instead purchase 
coverage from those private insurers, worsening the pub-
lic option’s risk pool. Furthermore, if the public option’s 
risk pool was separate from that of private insurers, the 
premium of the benchmark plan could reflect enroll-
ees with substantially different health risks from those 
enrolled in the public option.

35.	 For example, see Michael Geruso and Timothy Layton, 
“Upcoding: Evidence From Medicare on Squishy Risk 
Adjustment,” Journal of Political Economy, vol. 128, no. 3 
(March 2020), pp. 984–1026, https://doi.org/10.1086/704756; 
Tamara Beth Hayford and Alice Levy Burns, “Medicare 
Advantage Enrollment and Beneficiary Risk Scores: 
Difference-in-Differences Analyses Show Increases for 
All Enrollees on Account of Market-Wide Changes,” 
INQUIRY: The Journal of Health Care Organization, 
Provision, and Financing, vol. 55 (January 2018), pp. 1–11, 
https://doi.org/10.1177/0046958018788640.

Funding and Treatment of Excess 
Revenues and Shortfalls
The public option could be funded through premium 
payments (including premium tax credit payments as 
well as enrollees’ premium contributions) and separate 
appropriations from the Congress. Those appropriations 
could be made annually, or policymakers could provide 
only start-up funding. CBO anticipates that the start-up 
costs for a public option could be substantial. Such costs 
would include those associated with establishing pay-
ment rates, enrolling providers, advertising, addressing 
unforeseen implementation problems, and providing 
sufficient reserve funds to cover initial claims costs. 
Policymakers could require the public option to use its 
premium revenues to pay back the start-up costs over a 
specified period of time.36 In general, the public option’s 
premiums would be lower if it was not required to repay 
any start-up funding it received through the appropria-
tion process.

Lawmakers could appropriate funding that not only 
supported the public option but also benefited private 
insurers. For example, the Congress could provide an 
annual appropriation to cover the costs of funding 
cost-sharing reductions for the public option and private 
insurers. (Under current law, private insurers cover 
those costs through premiums.) Additionally, the federal 
government could appropriate funds for a risk-corridor 
program that would limit plans’ losses and gains beyond 
an allowable range or for a reinsurance program that 
would provide payments to plans that enrolled high-
er-cost individuals. Those programs would limit pre-
mium volatility in the face of the uncertainty introduced 
by the public option’s entering a market, and they might 
allow private insurers and the public option to offer a 
lower premium.37

36.	 For instance, the Keeping Health Insurance Affordable Act 
of 2019 (S. 3, 116th Cong.) and the Public Option Deficit 
Reduction Act (H.R. 1419, 116th Cong.) would provide 
$2 billion in start-up funds that the public option would be 
required to repay over 10 years. The CHOICE Act (H.R. 2085 
and S. 1033, 116th Cong.), which does not specify the amount 
of funding for start-up, would also require the funding to 
be repaid in full over 10 years. The Choose Medicare Act 
(H.R. 2463 and S. 1261, 116th Cong.), which would provide 
$2 billion in start-up funding, does not include a repayment 
clause.

37.	 See Matthew Fiedler and others, “Health Care Price 
Regulation and Public Options: Assessing Approaches to 
Increasing the Public Role” (webinar, Brookings Institution, 
September 23, 2020), https://tinyurl.com/y3j9slgo.

https://doi.org/10.1086/704756
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Another design consideration is how the federal govern-
ment would treat excess premium revenues or short-
falls. Although the public option’s premiums would 
be set to cover anticipated medical and administrative 
costs, premium collections would exceed or fall short of 
actual expenses. Policymakers could require the public 
option to hold funds in reserve to cover unexpectedly 
high spending and decrease the likelihood of shortfalls. 
Alternatively, they could specify that excess revenues 
or shortfalls be incorporated in the calculations of the 
public option’s premiums for the next year by subtract-
ing excess revenues or adding any shortfall to that year’s 
expected expenses. (Typically, regulators do not allow 
private insurers to account for prior excesses or shortfalls 
when setting premiums.) Such an approach could be 
implemented through the creation of a trust fund for 
the public option into which premiums and tax credits 
would be deposited and from which claims costs and 
administrative costs would be paid. One likely effect 
of incorporating the previous year’s excess revenues or 
shortfalls into the following year’s premiums is that the 
public option’s premiums would become more volatile. 
Another option would be to return any excess revenues 
to the Treasury and to draw funds to cover any shortfall 
from the Treasury. Alternatively, excess revenues could be 
returned to enrollees through a rebate.

In addition to holding reserves, health insurance plans 
often embed a contingency margin to account for the 
possibility of unexpectedly high spending when setting 
premiums.38 Policymakers would need to decide the 
amount, if any, that would be included in the public 
option’s premiums to account for such contingencies.39 
The likelihood of excess premium revenues would be 
greater if a contingency margin was included in the pub-
lic option’s premiums, and that likelihood would increase 
with the size of that margin. Shortfalls would be more 
likely if policymakers took steps to limit the growth of 
premiums without also taking steps to reduce claims 
costs or administrative costs.

38.	 A contingency margin is an amount set aside to cover variation 
between actual and projected costs in a given year. For more 
information, see Patricia A. Davis, Medicare Part B: Enrollment 
and Premiums, Report R40082, version 47 (Congressional 
Research Service, May 6, 2020), https://go.usa.gov/x75rT.

39.	 For example, the CHOICE Act (H.R. 2085 and S. 1033, 
116th Cong.) and the Public Option Deficit Reduction Act 
(H.R. 1419, 116th Cong.) require a contingency margin.

A related consideration is whether the public option 
would conform with medical loss ratio (MLR) rules, 
which require nongroup insurers to pay rebates to con-
sumers if their medical spending and quality improve-
ment expenses fall below 80 percent of their premium 
collections.40 If some administrative activities were 
contracted to a private entity and others were handled by 
a federal agency, it might be difficult to track adminis-
trative costs that were dedicated to quality improvement, 
which would, in turn, make it difficult to correctly calcu-
late the percentage of premiums spent on those expenses 
for MLR purposes.

An important implementation question policymakers 
would need to consider is how premiums would be 
determined in the public option’s early years, before 
the plan accumulated any of the data on claims that 
would eventually be used to calculate expected medical 
expenses. In the first years of the marketplaces, insur-
ers underpriced premiums, illustrating the difficulty of 
projecting the health care costs of a new population.41 
Any concern that the public option’s premiums might be 
similarly underpriced in its early years would be lessened 
if its entry into the nongroup market was not expected to 
significantly change the overall risk profile of that mar-
ket. When setting premiums, policymakers could con-
sider an approach that based the public option’s premi-
ums on the premiums of private plans in a given rating 
area, perhaps using the premium of the benchmark plan 
as a starting point. Such an approach could make the 
introduction of the public option less disruptive to the 
marketplaces. If the public option’s premiums were based 
on private plans’ premiums rather than the expected 
costs of the public option, choices about how excess 
revenues or shortfalls would be treated and whether the 
public option would conform with MLR requirements 
would have particular relevance.

Geographic Scope
Policymakers could decide to offer a public option in 
all geographic markets. Alternatively, they could choose 
to make the public option available only in those rating 
areas that have high premiums or that lack sufficient 
numbers of private insurers. In either case, policymakers 

40.	 See Centers for Medicare & Medicaid Services, “Medical Loss 
Ratio” (accessed November 8, 2020), https://go.usa.gov/x75r7.

41.	 See Matthew Fiedler, Taking Stock of Insurer Financial 
Performance in the Individual Health Insurance Market Through 
2017 (USC-Brookings Schaeffer Initiative for Health Policy, 
October 2017), https://tinyurl.com/y54czhdj.
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would need to specify metrics for triggering the entry 
of the public option into different rating areas.42 
Policymakers would also need to decide if the trigger 
mechanism would work in both directions: Would the 
public option exit a market if premiums moderated or 
additional private insurers entered the market? Or would 
the public option remain in a market indefinitely once it 
entered?

Implementing a trigger mechanism, especially a two-
way trigger mechanism, would introduce significant 
challenges. Insurers decide whether to participate in the 
nongroup marketplaces and set their premiums only 
months before open enrollment. Using the current year’s 
market conditions to determine whether the public 
option would enter a market would be administratively 
simpler than using the conditions anticipated in the 
upcoming year; but under that approach, the public 
option would not be as well matched to the plan offer-
ings with which it would actually compete. To reduce 
the volatility associated with a two-way trigger mecha-
nism, policymakers could base the public option’s exit 
on insurer participation or premiums over multiple 
years rather than in a single year; they could also make 
the metric for exiting more stringent than the metric 
for entering. Similarly, policymakers could specify a 

42.	 Proposals could include a phase-in period, during which the 
public option would first be offered in rating areas with few or 
no insurers before being extended to all rating areas within a few 
years. See, for example, the Medicare-X Choice Act (H.R. 2000 
and S. 981, 116th Cong.). This report focuses on the design 
considerations associated with a fully phased-in program.

minimum number of years that the public option would 
remain in a market after entering. The degree of admin-
istrative complexity associated with a trigger mechanism 
would depend, in part, on design choices related to other 
features of the public option. For example, if the public 
option negotiated provider payment rates and formed 
provider networks, significant lead time would be neces-
sary for the public option to enter a marketplace.

If a trigger mechanism was used to determine which geo-
graphic markets to enter, private insurers might adjust 
their plan offerings and premiums to prevent the public 
option from entering a given rating area. The possibility 
that a public option might enter an area could affect pri-
vate insurers’ negotiations with health care providers by 
giving the insurers leverage to negotiate lower payment 
rates—which would allow them to lower premiums—
especially if there was a one-way trigger. 

If a two-way mechanism was implemented and the pub-
lic option was not expected to remain in a given rating 
area, concerns about plan cancellations could discourage 
enrollment. Enrollees whose public plan was canceled 
could be automatically enrolled in another plan, or they 
could be required to make a new plan selection, which 
would lower the likelihood of their remaining covered.43

43.	 Currently, enrollees in nongroup marketplace plans that are 
canceled are automatically enrolled in a plan with similar 
coverage and premiums. See Centers for Medicare & Medicaid 
Services, “Federal Health Insurance Exchange 2021 Open 
Enrollment” (October 26, 2020), https://go.usa.gov/xsQaM.

https://go.usa.gov/xsQaM




Chapter 3: Implications of Key Design 
Features for Premiums, Coverage, and 
Federal Outlays and Revenues

The choices that policymakers made about the design of 
the public option would affect the public option’s premi-
ums, private insurers’ premiums and their participation 
in the marketplaces, and health insurance coverage in the 
United States. Those factors would, in turn, affect federal 
outlays and revenues.

The Public Option’s Premiums
Provider payment rates and prescription drug prices are 
key determinants of the public option’s premiums. The 
scope of covered benefits, the use of care management 
strategies, network breadth and access to care, and con-
straints on providers’ billing practices are also important 
drivers of premiums through their impact on health 
care utilization. Other major factors affecting the public 
option’s premiums are the health risk of enrollees, the 
risk-adjustment system, and the administrative costs of 
operating the plan.

Provider Payment Rates and Prescription Drug 
Pricing
The federal government could implement the public 
option in ways that would result in a relatively low 
premium or in ways that would result in a relatively high 
premium. 

The public option could have relatively low premiums 
if providers were paid using the Medicare fee-for-service 
rate schedule and if pharmaceutical prices were set low 
by statute. Likewise, if the Secretary of Health and 
Human Services was granted considerable bargaining 
leverage—the authority to create tiered drug formular-
ies and exclude higher-cost providers from the public 
option’s network, for example—and used it effectively, 
the public option could negotiate relatively low pro-
vider payment rates and prescription drug prices. 
Tying provider participation to Medicare or Medicaid 
would increase the ability of the public option to offer 

relatively low payment rates while maintaining high 
levels of provider participation.1 If payment rates were 
negotiated, setting an upper limit on them would make 
the possibility of the HHS Secretary’s walking away 
from negotiations more credible and could increase the 
Secretary’s leverage. The negotiated payment rates—and 
thus the public option’s premiums—would probably be 
lower if the upper limit on negotiated payment rates was 
lower, because prices might ultimately converge around 
that limit. Even if the HHS Secretary had significant 
leverage, the outcome of negotiations would still be 
highly uncertain, because as priorities changed from one 
Administration to the next, HHS Secretaries might not 
exercise that leverage to the same degree. By contrast, the 
public option’s premiums would be relatively high if the 
HHS Secretary negotiated provider payment rates with-
out a source of bargaining leverage and if a pharmacy 
benefit manager was unable to use restricted formularies 
and negotiated prescription drug prices under market 
conditions similar to those facing private insurers.

If, as a new entrant into the marketplaces, the public 
option had a small market share compared with those 
of private insurers and the HHS Secretary had no other 
source of leverage, negotiated rates could be higher than 
those of the private plans in that marketplace. If provider 
participation was not tied to Medicare or Medicaid, 
the public option’s ability to form an adequate network 
would depend on the relative attractiveness of its pro-
vider payment rates, and its bargaining position in rate 
negotiations would thus be undermined. Attracting 

1.	 See Jeffrey Clemens and Joshua D. Gottlieb, “In the Shadow 
of a Giant: Medicare’s Influence on Private Physician Patients,” 
Journal of Political Economy, vol. 125, no. 1 (February 2017), 
pp. 1–39, https://doi.org/10.1086/689772.

https://doi.org/10.1086/689772


26 A PUBLIC OPTION FOR HEALTH INSURANCE IN THE NONGROUP MARKETPLACES: KEY DESIGN CONSIDERATIONS AND IMPLICATIONS	 April 2021

providers in certain specialties or in rural areas with few 
providers could be especially difficult.2 

Specifications regarding coverage and payment rates 
for out-of-network care would also affect the HHS 
Secretary’s leverage in negotiations with providers. The 
exact effect of out-of-network coverage and payment 
rates on negotiations would depend on the relative mar-
ket shares of the public option and negotiating provider 
and on how much volume the provider could expect to 
attract when out of network. For example, if the public 
option included expansive out-of-network coverage and 
limited patients’ out-of-pocket costs for such care, pro-
viders could remain out of network and still bill at high 
rates. Because providers would have little incentive to 
accept low in-network rates, the Secretary’s negotiating 
leverage would be diminished.

Health Care Utilization
Health care utilization depends on the scope of covered 
benefits, the use of care management tools, network 
breadth and access to care, and constraints on providers’ 
billing practices.3 If the benefit package of the public 
option covered a broader set of services or pharmaceuti-
cals than competing private plans, the public option’s uti-
lization rate would be higher than that of private plans. 
Similarly, more generous coverage of and cost sharing for 
out-of-network care could increase health care utiliza-
tion, which would tend to increase the public option’s 
premiums. If the public option used fewer care manage-
ment tools, the volume and intensity of care that patients 
would demand and that providers would recommend 
would be higher. If the public option imposed fewer 
constraints on pharmaceutical utilization, utilization of 
all drugs—particularly more expensive drugs—would 
be greater. Likewise, if the public option had a broader 

2.	 Providers’ decisions about whether to accept the public option 
would depend on the mix of their other patients and on the 
payment rates of private insurers in the market. For instance, 
providers who saw a large number of Medicaid or Medicare 
enrollees might accept lower payment rates than providers 
who saw mostly patients with private insurance. Providers in 
geographic areas or specialties with low commercial rates might 
also be more likely to accept low payment rates from the public 
option.

3.	 For more information, see CBO’s Single-Payer Health Care 
Systems Team, How CBO Analyzes the Costs of Proposals for 
Single-Payer Health Care Systems That Are Based on Medicare’s 
Fee-for-Service Program, Working Paper 2020-08 (Congressional 
Budget Office, December 2020), Section 6, www.cbo.gov/
publication/56811. 

provider network and better access to care than private 
nongroup plans, health care utilization could increase, 
which would, in turn, push up premiums. Finally, if the 
public option imposed fewer constraints on providers’ 
billing practices than private nongroup plans, providers 
might bill for more expensive care or indicate that the 
services they provide are more complex or intensive than 
they would if more constraints were in place, resulting in 
larger payments to providers. 

Health Risk and the Risk-Adjustment System
The public option’s premiums would depend on the 
health risk of enrollees, on whether the public option 
participated in the same risk pool as private insur-
ers in the nongroup market, and on how well the 
risk-adjustment system controlled for risk selection. The 
health risk of enrollees would depend on how current 
nongroup market enrollees sorted themselves between 
private plans and the public option as well as on the 
health status of any new enrollees that the public option 
attracted to the nongroup market. If the public option’s 
premiums were significantly lower than private plans’ 
premiums, the public option could attract healthier 
people who currently forgo coverage into the nongroup 
market, causing the aggregate risk score in the market to 
decrease. If the public option’s premiums were somewhat 
lower than private plans’ premiums, the public option 
would attract relatively healthy people from other plans. 
In that case, the option’s attractiveness to sicker and 
higher-cost people would depend on how other char-
acteristics of the plan—including its network breadth, 
benefit package, and care management—compared with 
those of private plans. If the public option’s premiums 
were higher than private plans’ premiums but some of its 
other features were more attractive than those of other 
plans, such features would tend to encourage sicker and 
higher-cost people to enroll.

If the public option shared a risk pool with private 
insurers and participated in risk-adjustment transfers, 
the impact of favorable or adverse risk selection on 
premiums would be lessened but not eliminated, because 
risk adjustment is imperfect. The link between the 
health risk of enrollees and the public option’s premiums 
would be significantly stronger if the public option did 
not share a risk pool with private insurers or participate 
in risk-adjustment transfers. In that case, if the public 
option attracted sicker enrollees, its premiums would be 
higher, and private insurers’ premiums lower, than they 
would be otherwise. Conversely, if the public option 

https://www.cbo.gov/publication/56811
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attracted healthier enrollees and did not participate in 
risk adjustment, the public option’s premiums would be 
lower, and private insurers’ premiums higher, than they 
would be without such selection. 

Administrative Costs
Depending on the design choices, the public option’s 
administrative costs could be similar to those of private 
nongroup plans, or they could be substantially lower. If 
the public option used a single national benefit package 
and leveraged existing federal administrative activities—
for example, by basing payment rates and provider 
participation on Medicare FFS—administrative costs 
would be relatively low. (As a share of total spending, 
administrative costs in the public option would be higher 
than administrative costs for Medicare FFS, mainly 
because the economies of scale of the public option 
would be smaller.) The lack of profit would also push 
down administrative costs in the public option. If the 
public option negotiated payment rates, set up provider 
networks, applied care management techniques, adver-
tised, and paid state insurance taxes and marketplace user 
fees, its administrative costs could be similar to those of 
private nongroup plans.

Private Insurers’ Premiums and 
Participation in the Marketplaces
The public option’s effects on health insurance coverage 
and the federal budget would also depend on private 
insurers’ response to the public option’s entry into the 
market, including whether they changed their premi-
ums and whether they continued to participate in the 
marketplaces or exited them. The effect that introducing 
a public option would have on the private insurers in a 
nongroup marketplace would depend on how the public 
option’s premiums and plan characteristics compared 
with those of private insurers, the amount of competi-
tion in the marketplace before the public option’s entry, 
the extent to which the public option affected private 
insurers’ provider payment rates, and the health risk of 
the people selecting private plans.

Private insurers’ decisions to exit or remain in each 
market would vary depending on the structure of the 
marketplace and on any competitive advantages the 
public option might have. Private insurers would remain 
in a given marketplace if they anticipated that the profits 
they would earn would justify the costs of remaining. 
If the public option offered particularly low premiums 
or other attractive features, some private insurers might 

exit the nongroup market. The larger the public option’s 
competitive advantages, the more difficult it would be 
for private insurers to remain profitable. For example, if 
the public option was not required to conform with state 
benefit mandates or rating requirements and if it paid 
providers Medicare rates and required providers partic-
ipating in other federal programs to join its network, 
private insurers would have difficulties retaining suffi-
cient market share while keeping their premiums high 
enough to justify their participating in the marketplaces. 
Private insurers who remained in the marketplaces might 
respond to the public option’s entry into the market by 
lowering their premiums or otherwise improving the 
quality of their plans, though some insurers might face 
constraints that limited their ability to compete in terms 
of premiums or quality. The entry of the public option 
might have a smaller effect on insurers in marketplaces 
that already have several private insurers competing on 
premiums and plan quality. 

A key driver of how private insurers responded to the 
entry of the public option would be how the entry of 
the public option affected private insurers’ negotiating 
dynamics with providers. A public option with in-
network and out-of-network rates that were substantially 
lower than private insurers’ in-network rates could put 
downward pressure on private insurers’ negotiated rates. 
One reason providers might be more willing to agree 
to lower in-network rates with a private insurer after a 
public option entered a market is that if they did not, 
the public option’s premiums might be lower than the 
private plan’s, and some of the insurers’ enrollees might 
switch from the private plan to the public option. The 
provider would then receive the public option’s lower 
payment rate for those enrollees, whereas before the 
entry of the public option, the enrollees might have 
switched to another private insurer that also paid rates 
higher than the public option’s rates. That possibility 
would reduce the provider’s leverage in the negotiation, 
thus decreasing the rate that the provider could com-
mand from the private insurer. 

Providers might also be willing to agree to lower in-
network rates because if the private insurer needed to 
substantially reduce premiums to attract enough enroll-
ees to remain in the market, it could use that necessity as 
additional leverage in its negotiations with providers to 
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obtain reduced payment rates.4 Providers might accept 
lower rates from the private insurer if they concluded 
that doing so would be preferable to the insurer’s leaving 
the market entirely. Providers are most likely to accept 
lower rates to prevent private insurers from exiting the 
market in markets with dominant hospital and physician 
systems, because an insurer’s profitability in such markets 
can depend on the outcome of negotiations with a single 
health system. The entry of the public option could, 
however, have an offsetting effect. The loss of market 
share to the public option that private insurers would 
experience could decrease their bargaining power, so 
some private insurers’ provider payment rates and premi-
ums could increase.

Whether the public option attracted sicker enrollees—
and the impact that any such health selection had on the 
private insurers’ risk pool—would also affect the premi-
ums of private plans. If the public option did not partic-
ipate in risk-adjustment transfers and had plan charac-
teristics that attracted sicker enrollees from private plans, 
the medical costs of private plans would tend to fall as 
the people in their risk pool became healthier; as a result, 
private insurers would probably lower their premiums. In 
addition, if the public option attracted sicker enrollees, 
in turn lowering private plans’ medical costs, the entry of 
the public option could increase private insurers’ profits 
per enrollee and encourage additional private insurers to 
enter the marketplace. 

If, instead, the public option participated in risk‑ad-
justment transfers, the effect of any health selection on 
private insurers’ premiums would be significantly smaller 
because private insurers would make risk-adjustment 
transfers to the public option. If the public option partic-
ipated in risk-adjustment transfers and it increased the 
nongroup market’s average risk by drawing sicker enroll-
ees into the market, private premiums would increase. 

4.	 Medicare Advantage plans pay rates similar to those paid by 
Medicare fee-for-service. In interviews, many executives of 
hospitals and health plans cited competitive pressure from 
Medicare FFS as one reason for the similar rates, but an 
important factor in that dynamic is the limits on out-of-network 
billing in the Medicare program. Without similar restrictions, 
the public option would not exert as much downward pressure 
on prices as Medicare FFS. See Robert A. Berenson and others, 
“Why Medicare Advantage Plans Pay Hospitals Traditional 
Medicare Prices,” Health Affairs, vol. 34, no. 8 (August 2015), 
pp. 1289–1295, https://doi.org/10.1377/hlthaff.2014.1427.

Premium Tax Credits and 
Net Premiums
Individuals and families who are eligible for a subsidy to 
purchase health insurance coverage through the market
places receive that subsidy in the form of a premium 
tax credit equal to the difference between the cap on 
their premium contribution—that is, the maximum 
amount (calculated as a share of their income) that they 
are required to pay to purchase the benchmark plan—
and the premium of the benchmark plan. Together, 
the premiums of the public option and of the private 
plans remaining in a marketplace would determine the 
benchmark plan, which, in turn, would determine the 
premium tax credit and net premiums. 

The effect that establishing a public option would have 
on premium tax credits would depend on how the public 
option’s premiums compared with those of private plans 
as well as on how private insurers responded to the 
public option’s entry into a given marketplace. If the 
public option entered a marketplace in the silver tier and 
offered the lowest or second-lowest premiums in that 
tier, the benchmark premium and subsidy would fall 
(see Figure 3-1). If the public option entered a market-
place with premiums that were higher than those of the 
second-lowest-cost silver plan, the subsidy would not 
change unless competition from the public option or 
the change in the mix of enrollees’ health status caused 
the lower-premium private insurers to reduce their 
premiums.

Regardless of whether the public option’s premiums were 
higher or lower than the private plans’ premiums in a 
given marketplace, the net premium of the benchmark 
plan would remain unchanged for all subsidized individ-
uals except those for whom the benchmark premium was 
below the cap on their premium contribution. However, 
if the benchmark premium and subsidy fell but the 
premiums of private plans did not fall by a correspond-
ing amount, the net premium for plans other than the 
benchmark plan would increase. 

In marketplaces with fewer insurers, where premiums 
tend to be higher, the public option would be more 
likely to enter with premiums that were lower than the 
private plans’ premiums, and the benchmark premium 
would be more likely to fall. Conversely, in marketplaces 
with more robust competition, the public option would 
be less likely to enter with the lowest or second-lowest 
premiums, and even when it did enter with the lowest or 

https://doi.org/10.1377/hlthaff.2014.1427
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Figure 3-1 .

Federal Subsidies and Net Premiums for Health Insurance Purchased in the Nongroup 
Marketplaces Under Four Different Scenarios for a Public Option

100 400 100 400 100 400 100 400

100 400 100 400 100 400 100 400

Under current law, the 
benchmark plan is the second- 
lowest-cost silver plan. That 
plan’s premium is used to 
determine the value of federal 
subsidies.

If the public option entered the 
market with a premium that was 
higher than that of the second- 
lowest-cost silver plan, the 
benchmark premium, and thus 
federal subsidies, would not 
change.  

If the public option entered the 
market as the lowest-cost or 
second-lowest-cost plan, the 
benchmark premium and 
subsidies would decrease, thereby 
increasing net premiums for 
people enrolled in private plans.    

If private plans exited the market 
or lowered premiums in response 
to the public option’s entry, the 
benchmark premium and 
subsidies could further decrease.

No Public 
Option

High-Premium 
Public Option

Low-Premium 
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Data source: Congressional Budget Office.

In the graphs showing net premiums, the bold line in each scenario indicates the benchmark plan.

Net premiums for people enrolled in the benchmark plan who have income between 100 percent and 400 percent of the federal poverty guidelines (commonly 
referred to as the federal poverty level) would be the same in all scenarios until the net premium reaches the plan’s premium. (In most states, the federal poverty 
level in 2021 is $12,880 for a single person and increases by $4,540 for each additional person in a household. Thus, for a single person, 400 percent of the 
federal poverty level is $51,520 in 2021.) The gray dashed line represents the net premium for the benchmark plan at 100 percent of the federal poverty level. It 
is included as a visual reference. 

The amount of the subsidy that an individual or family would receive is equal to the difference between the benchmark plan’s premium and the individual’s or 
family’s premium cap. 

The curve representing the premium cap is a simplification of the actual premium cap structure.
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second-lowest premiums, the effect on the benchmark 
premium and subsidy would be smaller.

People with income above 400 percent of the FPL are 
ineligible for subsidies. Consequently, their net premi-
ums do not depend on the benchmark premium; rather, 
those net premiums equal the premiums of the plan in 
which they are enrolled. Introducing the public option 
with premiums below those of private insurers would 
give people who are ineligible for subsidies access to a 
lower-cost plan. 

Health Insurance Coverage 

The effect of the public option on the number of peo-
ple with health insurance coverage and their sources of 
coverage would depend on the geographic areas in which 
the plan was offered, the plan’s premiums, its effects 
on the benchmark premium and tax credits, and how 
attractive it was compared with private plans. A plan’s 
attractiveness is based on a number of factors, including 
the plan’s net premium, the breadth of its provider net-
work, the degree to which it employs care management 
tools, and other characteristics. If the public option was 
offered only in the nongroup market, enrollment in the 
plan would draw from the existing nongroup market, the 
uninsured, and those with employment-based insurance, 
the Congressional Budget Office anticipates. The effect 
on the total number of people without health insurance 
would be relatively small.

Effect on the Currently Uninsured Population
Among the currently uninsured population, the greatest 
potential for coverage gains would be among people 
who have income above the subsidy eligibility threshold 
of 400 percent of the FPL and who do not have access 
to employment-based coverage. In 2019, that group 
accounted for an estimated 9 percent of the uninsured 
population, or 2.6 million individuals.5 CBO expects 
that if the premiums of the public option were signifi-
cantly lower than those of private plans in a geographic 
area, some of that group would enroll in the public 
option. The decision to purchase health insurance 
depends on the net premium, and because unsubsidized 
people are not shielded from any portion of premiums, 
they are especially sensitive to premium changes in the 

5.	 See Congressional Budget Office, Who Went Without Health 
Insurance in 2019, and Why? (September 2020), www.cbo.gov/
publication/56504.

nongroup market.6 As nongroup market premiums have 
increased over time, the number of unsubsidized people 
enrolled has fallen, and the number of subsidized people 
enrolled has remained fairly steady.7 The magnitude of 
the public option’s effect on coverage among that popula-
tion would depend heavily on the plan’s premiums. If the 
cost of cost-sharing reductions was embedded in the pre-
miums of the public option offered in the marketplaces’ 
silver tier rather than funded through a Congressional 
appropriation, unsubsidized enrollment would be higher 
if the public option was also offered outside the market-
places with a lower premium. 

Even if the public option offered lower premiums than 
private plans, its entry into the nongroup market would 
have only a limited effect on the coverage rate of people 
with income less than 400 percent of the FPL who are 
currently uninsured but eligible for subsidies. In 2019, 
that group accounted for an estimated 19 percent of 
the total uninsured population, or 5.5 million individ-
uals.8 The structure of premium tax credits limits the 
share of income that a person or family must pay in 
net premiums for the benchmark plan and thus shields 
the subsidy-eligible population from high premiums 
(see Figure 3-1 on page 29).9 As a result of the sub-
sidy structure, subsidized marketplace enrollment has 
remained steady, even as premiums have increased over 
time. Some of the currently uninsured subsidy-eligible 
population would enroll in the nongroup marketplaces 
if the net premiums of the plan were substantially lower 
than those of private plans currently in the marketplaces 

6.	 See Amy Finkelstein, Nathaniel Hendren, and Mark Shepard, 
“Subsidizing Health Insurance for Low-Income Adults: Evidence 
From Massachusetts,” American Economic Review, vol. 9, 
no. 4 (April 2019), pp. 1530–1567, https://doi.org/10.1257/
aer.20171455.

7.	 See Centers for Medicare & Medicaid Services, Trends in 
Subsidized and Unsubsidized Enrollment (October 2020), 
https://go.usa.gov/x75fz (PDF, 274 KB); and Rachel Fehr, 
Cynthia Cox, and Larry Levitt, Data Note: Changes in 
Enrollment in the Individual Health Insurance Market Through 
Early 2019 (Kaiser Family Foundation, August 21, 2019), 
https://tinyurl.com/stmr8vd.

8.	 For an analysis of the uninsured population, see Congressional 
Budget Office, Who Went Without Health Insurance in 2019, and 
Why? (September 2020), www.cbo.gov/publication/56504.

9.	 For more information on the structure of premium tax credits, 
see Kaiser Family Foundation, “Explaining Health Care Reform: 
Questions About Health Insurance Subsidies” (October 30, 
2020), https://tinyurl.com/4xdo5zqt. 

https://www.cbo.gov/publication/56504
https://www.cbo.gov/publication/56504
https://doi.org/10.1257/aer.20171455
https://doi.org/10.1257/aer.20171455
https://go.usa.gov/x75fz
https://tinyurl.com/stmr8vd
https://www.cbo.gov/publication/56504
https://tinyurl.com/4xdo5zqt
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or if other features of the public option were more attrac-
tive than those of private plans.

Among other groups of uninsured people, the entry of 
a public option into the nongroup marketplaces would 
have only a small effect on coverage. In 2019, 11 percent 
of the uninsured population, or 3.2 million people, had 
income that was too low to qualify for marketplace sub-
sidies and lived in states where Medicaid had not been 
expanded under the Affordable Care Act. In general, 
without a change in the eligibility criteria for subsidies, 
that group would find the public option unaffordable 
regardless of the plan’s design choices.10 About half 
of the uninsured population in 2019 was eligible for 
Medicaid or had access to affordable employment-based 
coverage that made them ineligible for marketplace 
subsidies. (For a brief discussion of the effects of extend-
ing subsidy eligibility to those with offers of affordable 
employment-based coverage, see Box 3-1.) People who 
are not lawfully present in the United States—in 2019, 
an estimated 13 percent of the uninsured population, or 
4.0 million individuals—are ineligible for marketplace 
coverage but could be eligible for nongroup coverage 
available outside the marketplaces. 

If the public option was offered in limited geographic 
areas and a trigger mechanism was used to determine 
when it would enter a particular area, the public option’s 
effect on overall coverage would be smaller. Although the 
public option could have a larger effect on coverage in 
marketplaces with high premiums or limited competi-
tion, the overall impact would be smaller because of the 
program’s narrower scope.

Effect on the Currently Insured
The public option might have a larger effect on sources 
of coverage for the currently insured than the currently 
uninsured. If the benchmark premium fell but private 
premiums did not, subsidized enrollees who remained 
in their current plan would face a reduction in premium 
subsidies and an increase in net premiums. Some people 
would lose their eligibility for a subsidy altogether if the 
benchmark premium fell below their required premium 
contribution—an outcome that is more likely to occur 
among younger enrollees, whose premiums are lower. 
In that case, the second-lowest-cost silver plan would 
have a lower net premium, but those enrollees would 

10.	 Some public option proposals would extend eligibility for 
subsidies to people who are ineligible for Medicaid only because 
they live in a state where Medicaid had not been expanded.

no longer qualify for a premium tax credit that could 
be used to purchase other plans, such as a bronze plan 
or the lowest-cost silver plan. As a consequence, some 
enrollees might switch to a lower-tier plan, and some 
enrollees might choose to forgo coverage entirely. If the 
public option was also introduced in the bronze tier 
with premiums that were below those of private plans, 
enrollees who would otherwise forgo coverage might be 
more likely to remain enrolled. Although such a change 
is outside the scope of this report, several of the propos-
als for a public option that have been introduced would 
increase subsidies, which would offset that dynamic and 
increase federal spending.

A public option with a broader network and fewer care 
management tools in place than competing private plans 
in the nongroup marketplaces could draw enrollees from 
those plans. Many enrollees in the nongroup market 
might value plan attributes related to the provider 
network and care management enough that they would 
switch to a public option, even if the premium was sim-
ilar or slightly higher than those of private plans. A plan 
with a broader provider network and fewer care manage-
ment tools restricting utilization might also lead some 
people who currently have nongroup insurance offered 
outside the marketplaces (and who thus forgo premium 
tax credits) to enroll in the subsidized public option.11

Some employees, particularly those who pay relatively 
high premiums for employment-based insurance, might 
forgo coverage through their employer and enroll in 
the public option. The magnitude of that effect would 
depend on how attractive the public option was to 
employees compared with the health insurance plan their 
employer offered. Additionally, if the public option was 
seen as attractive, some employers might forgo offering 
coverage entirely, thereby further decreasing enrollment 
in employment-based coverage. That effect might be 
concentrated among small firms, which have lower offer 
rates, on average.12 If the public option was available 
outside the marketplaces, some employers might offer 

11.	 See Department of Health and Human Services, Office 
of the Assistant Secretary for Planning and Evaluation, 
About 2.5 Million People Who Currently Buy Coverage Off-
Marketplace May Be Eligible for ACA Subsidies, ASPE Data Point 
(October 4, 2016), https://go.usa.gov/xAaac.

12.	 See Agency for Healthcare Research and Quality, Medical 
Expenditure Panel Survey Insurance Component 2019 
Chartbook, AHRQ Publication 20(21)-0052 (October 2020), 
https://go.usa.gov/x75GR.

https://go.usa.gov/xAaac
https://go.usa.gov/x75GR
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individual coverage health reimbursement arrangements 
to their employees rather than offering group health 
insurance or forgoing an offer of coverage altogether.

Federal Outlays and Revenues
The effect that the establishment of a nongroup public 
option would have on federal spending and revenues 
would depend primarily on how it affected the pre-
miums of the benchmark plan and on the number of 
people who were eligible for subsidies who ultimately 

purchased insurance through the marketplaces. If the 
entry of the public option into a marketplace lowered the 
benchmark premium, the average size of the premium 
tax credit would decrease, resulting in federal savings for 
existing enrollees. The effect on the number of subsidized 
enrollees is ambiguous but most likely would be small. 
The public option could increase federal costs by increas-
ing enrollment among three main groups of people who 
would be eligible for subsidies: 

•	 People who would otherwise have been uninsured,

Box 3-1 .

Extending Access to a Subsidized Nongroup Public Option to People With Employer Offers

A provision of the Affordable Care Act (ACA), which is commonly 
referred to as the employer firewall, does not allow people with 
offers of affordable health insurance through their employer to 
access the federal subsidies that are available for plans pur-
chased in the nongroup marketplaces established by the ACA.1 
If policymakers wanted to establish a federally administered 
public health insurance plan (or public option) in the nongroup 
market and extend access to the marketplace subsidies to 
those with employment-based coverage, they could remove 
that firewall. 

Alternatively, policymakers could consider making changes to 
the firewall rather than removing it altogether. For example, the 
calculation used under current law to determine whether the 
plan being offered by an employer is affordable is based on the 
cost of an employee-only plan rather than a family plan.2 That 
leaves some families ineligible for premium subsidies because 
the employee’s contribution for an employee-only plan does not 
exceed the affordability standard even though the employee’s 
contribution for a family plan would exceed it. Policymakers 
could consider various approaches to addressing that issue, 
including basing the affordability calculation on the contribution 
for a family plan or extending marketplace subsidies to depen-
dents of people with an offer of employee-only coverage that 
was affordable but an offer of family coverage that was not.3

1.	  The ACA established marketplaces through which people could purchase 
subsidized insurance in the nongroup market. The nongroup market is the 
private market in which individuals and families purchase health insurance 
directly from an insurer, rather than obtaining it through an employer.

2.	  See HealthCare.gov, “Affordable Coverage” (accessed February 19, 2021), 
www.healthcare.gov/glossary/affordable-coverage/.

3.	  For example, the Patient Protection and Affordable Care Enhancement Act 
(H.R. 1425, 116th Cong.) proposes addressing this issue—often referred to as 

In the Congressional Budget Office’s assessment, removing the 
affordability firewall would lead to an increase in the number 
of people enrolled in subsidized marketplace plans, thereby 
driving up the costs of premium tax credits, which in turn 
would increase costs to the federal government. Even with-
out a public option, removing the firewall would significantly 
increase the number of people eligible for nongroup subsidies. 
CBO estimated that about one-quarter of the 151 million people 
projected to have employment-based coverage in 2021 would 
become eligible for nongroup subsidies if the firewall was 
removed.4 Moreover, in 2019, 31 percent of uninsured people 
were eligible for subsidized employment-based coverage, and 
most of those people had employer offers that were affordable 
according to current standards.5 If the firewall was removed, 
some of the people who were made eligible for subsidized 
marketplace coverage would choose such coverage over 
employment-based coverage or going uninsured. The number 
of people who made that choice would depend on several 
factors, including the subsidized plan’s cost sharing, scope of 
benefits, provider networks, and ease of enrollment. Maintain-
ing the firewall but changing the affordability standard for family 
plans would result in a much smaller change in eligibility for 
subsidies in the nongroup market.

the family glitch—by basing the affordability calculation on the contribution 
for a family plan.

4.	  CBO based this estimate on subsidy eligibility rules in existence before 
enactment of the American Rescue Plan Act of 2021 (Public Law 117-2). For 
more information, see Congressional Budget Office, Answers to Questions 
for the Record Following a Hearing Conducted by the Senate Committee 
on the Budget on CBO’s Budget Projections (December 2020), pp. 3–5, 
www.cbo.gov/publication/56908.

5.	  See Congressional Budget Office, Who Went Without Health Insurance in 
2019, and Why? (September 2020), www.cbo.gov/publication/56504.

https://www.healthcare.gov/glossary/affordable-coverage/
http://www.cbo.gov/publication/56908
http://www.cbo.gov/publication/56504
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• People who became eligible for subsidies because their
employer dropped their offer of coverage after the
public option entered the market, and

• People who would have enrolled in a nongroup plan
outside the marketplaces despite being eligible for
subsidized coverage.

That increase in subsidized enrollment would be offset 
by decreases in subsidized enrollment among people 
who became uninsured because the net premium for the 
private plan they were enrolled in increased and among 
people who became ineligible for subsidies because the 
premium of the benchmark plan fell below their required 
premium contribution.

In addition, the public option might slightly increase 
federal tax revenues collected from people whose 
employers stopped offering coverage. Premiums paid by 
employers and most employees are excluded from taxable 
compensation, and employers that dropped health insur-
ance offers are expected to shift the savings associated 

with not offering health insurance into taxable wages and 
other benefits.13

If it offered a public option, the federal government 
would incur many start-up and administrative costs asso-
ciated with operating the program. The budgetary effect 
of those expenses would depend on what portion of 
ongoing administrative costs was covered by premiums 
and what portion was funded through annual appropria-
tions. It would also depend on whether those costs were 
to be repaid over time.

The budgetary effects of establishing a public option 
would depend on other design choices as well. If the 
public option was offered only in certain less-competitive 
markets rather than nationwide, the total effect on 
federal outlays and revenues would be smaller.

13. For more information, see Congressional Budget Office,
Federal Subsidies for Health Insurance Coverage for People 
Under 65: 2020 to 2030 (September 2020), www.cbo.gov/
publication/56571.

http://www.cbo.gov/publication/56571
http://www.cbo.gov/publication/56571
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